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T pheary 


Hine Dation tities ‘ofithe 


National War Labor Board* 


E. B. McNatr 


Director, Wage Stabilization Division 
Sixth Regional War Labor Board 


N January 12, 1944, the Na- 
( tional War Labor Board 

celebrated its second birth- 
day. Established by Executive Order 
of the President as a direct out- 
growth of the attack upon Pearl 
Harbor, this tripartite board of in- 
dustry, labor, and public members 
was charged with the responsibility 
of making a final determination of 
all labor disputes for the duration 
of the war. From January, 1942, 
to October, 1942, the sole job of the 
War Labor Board was the main- 
tenance of industrial peace—the set- 
tlement of industrial disputes that 
threatened the interruption of vital 
war production. As a result of the 
Anti-Inflation Act of Congress of 
September, 1942, and the Presi- 
dential Executive Orders promul- 
gated thereunder, the War Labor 
Board was given another gigantic 
task, namely, the administration of 
wage and salary stabilization. Since 
October, 1942, therefore, the War 
Labor Board has attempted to 
discharge the dual function of main- 
taining industrial peace and admin- 
istering wage and salary stabiliza- 


*This is the second of two articles 
dealing with problems of labor and in- 
dustry in wartime. The first article, 
which appeared in the issue of No- 
vember 23, 1943, sketched the history 
of the governmental agencies created 
for this purpose and discussed meth- 


ods of settling industrial disputes. 


tion. Inasmuch as the handling of 
industrial disputes was discussed in 
the preceding article on the War 
Labor Board, this article will dis- 
cuss only the problems and policies 
of the Board in administering the 
wage and salary stabilization pro- 
gram—the handling of petitions for 
voluntary wage adjustments as to 
which there is full agreement be- 
tween the employer and his em- 
ployees. 
The general theory of wage sta- 
bilization stems, of course, from 
efforts to control inflation and keep 
down the cost of living. No one de- 
sired a repetition of our experience 
with inflation in World War I. Most 
of us well remember the conse- 
quences of our lack of controls in 
the First World War period, in 
which price levels more than doubled 
in a short space of time. The Office 
of Price Administration represents 
our early recognition of the need 
for governmental controls to pre- 
vent a repetition of that experience 
with inflation. But to hold down 
prices, many other things had to be 
held down also; consequently, wage 
stabilization developed logically as a 
result of our efforts to control prices. 


Wages in Relation to Costs 
and Prices 


Wages, however, are a_ peculiar 
thing in a capitalistic economy. They 
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have a dual impact upon the econ- 
omy. First of all, from a business 
point of view, wages have been con- 
sidered almost exclusively as a cost 
of production and, since they are a 
cost of production, a factor which 
influences prices. Of course it is true 
that wages are a cost; in many lines 
of business they are a very large 
element of cost. It obviously fol- 
lows that, if you do not control 
costs, you cannot in the long run 
control prices, because of the pres- 
sure of those costs upon price ceil- 
ings. But there is another way in 
which wage control becomes ex- 
tremely important and indispensable 
in any over-all price-control pro- 
gram, and that is the concept that 
wages as a distributive share of the 
national income influence consumer 
purchasing power. Wages represent 
a distributive share of the national 
income which goes to a large seg- 
ment of the population. As such, 
they represent consumer demand. 
If we did not attempt to hold down 
the income stream which flows to 
wage earners and salaried individ- 
uals as consumers, the impact of that 
increased demand upon a scarcer 
and scarcer supply of consumer 
goods would make it impossible to 
establish or maintain any price ceil- 
ings on such goods. Our interest in 
wage stabilization, therefore, re- 
quires that we reckon with it in 
terms of its dual impact upon price 
ceilings as a cost of production, 
tending always to put pressure upon 
those price. ceilings from that angle, 
and, as a source of consumer de- 
mand, tending to put increasing 
pressure upon price ceilings by vir- 


tue of competitive bidding for a 
scarcer and scarcer supply of con- 
sumer goods. As our economy be- 
came more and more converted to 
war rather than peace, and larger 
and larger proportions of our men 
and materials were devoted to the 
manufacture of tanks, machine guns, 
and other weapons of war, it should 
have become obvious to even the 
casual observer that we could not 
expect to continue under our old 
standard of living. Existing stand- 
ards of living cannot be maintained 
by raising wages when there are 
fewer and fewer goods for which 
to spend these wages and salaries. 
This point cannot be overempha- 
sized. The net effect of increasing 
wages and salaries in wartime is to 
increase the competitive bidding for 
scarce consumer goods and make 
impossible the maintenance of price 
ceilings because of this constant 
pressure of accumulated purchas- 
ing- power steam underneath the 
kettle lid. 


Basic Principles of Wage 
Determination 


There are at least two basic prin- 
ciples under which the War Labor 
Board has operated in the admin- 
istration of the Wage Stabilization 
Program. The first principle was 
established by the Act of Congress 
of September, 1942, to wit, that 
wages and salaries as of September 
15, 1942, are correct and proper for 
the duration of the war. This means 
that there must be some exceptional, 
extenuating circumstances to justify 
any departure from the wage and 
salary structure prevailing on Sep- 
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tember 15, 1942. It means, further- 
more, that it is incumbent upon any 
petitioner for a wage or salary ad- 
justment to defend such petition on 
the ground that something was radi- 
cally wrong with his wage structure 
as of September 15, 1942. A second 
basic principle established by the 
War Labor Board with reference 
to wage and salary adjustments is 
that such adjustments are not to be 
used to influence the flow of man 
power. There are two reasons why 
the Board had to take this position 
very early in its deliberations. In 
the first place, the use of the wage 
mechanism to influence the flow 
of man power would lead to an un- 
ending series of wage increases with 
gains to no employers and losses to 
all. And, in the second place, it is 
not the function or responsibility of 
the War Labor Board to determine 
who is going to obtain our limited 
supply of labor. The distribution 
and allocation of our available man 
power is the job of the War Man- 
power Commission, and the War 
Labor Board will not approve appli- 
cations for wage or salary adjust- 
ments solely on the ground that such 
adjustments are necessary to retain 
or increase the existing labor force. 

There is a basic difference, how- 
ever, between wage stabilization and 
wage freezing. Wages and salaries 
have not been frozen rigidly in the 
sense that no departures are per- 
missible from the wage and salary 
structure prevailing on September 
15, 1942. There are certain circum- 
stances under which some wage ad- 
justments are permissible. Because 
there are some provisions for neces- 
sary wage adjustments from the 


September 15, 1942 level, wage sta- 
bilization implies a somewhat flex- 
ible freezing of wages and salaries 
rather than a rigid freezing. What 
are the conditions under which a 
wage adjustment above or below 
the September 15 level may be per- 
mitted? 


_Bases for Wage Adjustments 


Up to April 8, 1943, the War Labor 
Board had established four principal 
yardsticks for judging applications 
for voluntary wage adjustments. 
These yardsticks were: the Little 
Steel formula, the inequalities-and- 
gross-inequities yardstick, the sub- 
standard yardstick, and the effective- 
prosecution - of - the- war yardstick. 
The first two of these were in active 
use; the latter two were inactive. 
The Little Steel formula was the 
result of a dispute in the steel indus- 
try which was settled by the War 
Labor Board in June, 1942. It pro- 
vided for an upward adjustment of 
15 per cent in the average straight- 
time hourly earnings over those of 
January, 1941, to compensate for the 
increase in the cost of living in this 
period. This yardstick has been, and 
still is, a basic one in the War La- 
bor Board’s wage stabilization poli- 
cies. For this reason, a few remarks 
about its application may be perti- 
nent. It has been applied almost ex- 
clusively to groups, rather than to 
individuals. That is, an adjustment 
was permissible only as a plant-wide 
or major-department adjustment. A 
bargaining unit within a plant was 
an appropriate unit to which to ap- 
ply the Little Steel formula even 
though it was less than plant-wide. 
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This formula was not applicable, 
furthermore, to plants that had ex- 
perienced a major change in their 
personnel between January, 1941, 
and October, 1942. For example, 
plants which had doubled or tripled 
their labor force after January, 
1941, could not use the Little Steel 
formula as a basis for seeking a 
wage adjustment. Offsets against the 
allowable increase available under 
this formula included all general in- 
creases in basic hourly or piece 
rates. Extra earnings due to over- 
time, reclassification, promotions, 
merit increases, etc., were not off- 
sets against the allowable 15 per 
cent. 

The Little Steel formula was re- 
affirmed by President Roosevelt in 
his Executive Order of April 8, 1943, 
and by Justice Byrnes, Director of 
War Mobilization, in his supple- 
mentary Directive of May 12. De- 
spite all the assaults currently being 
made upon this policy, and despite 
the fact that the cost of living has 
increased somewhat more than 15 
per cent since January, 1941, it still 
provides the only wage adjustment 
permissible on the basis of cost-of- 
living changes. We must continue 
our efforts to keep wages and the 
cost of living somewhat in balance 
by rolling back prices rather than by 
increasing wages. But it should be 
remembered that the Little Steel 
formula was never advanced as, or 
intended to be, a guarantee that 
everyone’s standard of living could 
be maintained at prewar levels. As 
was pointed out above, everyone’s 
standard of living must fall in war- 
time because of a scarcity of con- 
sumer goods. 


A Typical Example 


Suppose, however, that wage earn- 
ers have had the 15 per cent in- 
crease permitted under Little Steel, 
as a majority of American wage 
earners have had. Is there any other 
possibility of an upward wage ad- 
justment? Up to April 8, 1943, there 
was the much used and abused 
inequality -and-gross-inequity yard- 
stick available. It was upon this peg 
that most petitions for wage adjust- 
ments were hung prior to April 8. 
About 85 per cent of all cases which 
came before the Board were based 
upon alleged inequalities. There were 
two kinds of inequality cases— 
intraplant and interplant. The intra- 
plant cases were relatively few in 
number and fairly simple to process. 
A typical type of petition involving 
intraplant inequalities would ask for 
the restoration of balance in the in- 
ternal wage structure of a plant, 
which had been thrown out of bal- 
ance by the war or the wage stabili- 
zation program itself. Thus, if pro- 
duction workers had received 
increases, say, in August, 1942, of 
10 per cent, and the nonproduction 
workers had customarily received 
increases somewhat in line with 
those given the production workers, 
but because of the wage stabiliza- 
tion law of October, 1942, the white- 
collar workers were barred from 
receiving this increase, the War 
Labor Board would ordinarily ap- 
prove an increase in wages to re- 
store the balance in the wage struc- 
ture of this plant. 

Interplant inequality cases were 
the most common before April 8. 
Here the allegation was that the 
rates in plant A were out of line 
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with the rates in plants B, C, or D, 
in the same labor market. The War 
Labor Board required a showing by 
job classifications of wage rates of 
the petitioner and his competitors 
in the same labor market. If the evi- 
dence indicated that the rates of 
plant A were out of line, or below 
the prevailing rate, for these job 
classifications in that area, an ad- 
justment in the wage rates of plant 
A was ordinarily granted. 
The April 8 Executive Order of 
the President wiped out this yard- 
stick for making wage adjustments 
and at one stroke eliminated about 
10,000 of the 18,000 cases pend- 
ing before the Regional War Labor 
Boards by requiring their imme- 
diate disapproval. In thus depriving 
the Board of power to make wage 
adjustments on inequality grounds, 
the Executive Order practically nul- 
lified the functioning of the Board 
as an independent agency which 
could use discretionary judgment 
and decide cases on their own 
merits. Immediate pressure was 
put upon Justice Byrnes, by the 
Board and by industry and labor 
groups, for some clarification or 
relaxation of this Order. On May 
12, Justice Byrnes released a supple- 
mentary directive that did restore 
some measure of discretionary judg- 
ment and latitude to the Board in 
making wage adjustments. The 
Board may make some adjustments 
today to correct “gross inequities,” 
not “inequalities,” by adjusting 
wages up to the prevailing mini- 
mums of going sound and tested 
wage brackets for given job classi- 
fications in local labor market areas. 
This means that each Regional War 


Labor Board must establish sound 
and tested wage brackets for each 
job classification in particular labor 
market areas as a first prerequisite 
to the making of wage adjustments 
on the ground of inequities. After 
the wage brackets are once estab- 
lished, any concerns whose wage 
rates fall within these brackets are 
considered to have stabilized rates 
for these areas, and no wage ad- 
justments to correct inequities will 
be permissible. If any rates fall out- 
side the minimum of the established 
brackets, these rates will be adjusted 
up to the minimum. But it is im- 
portant to point out that the per- 
missible adjustments under this 
yardstick do not include adjustments 
up to the average prevailing rates 
as did those under the old inequality 
yardstick. 

The Regional Board is now in the 
process of establishing these wage 
brackets for specific job classifica- 
tions in given labor market areas. 
The Bureau of Labor Statistics is_ 
providing a mass of data on going 
wage rates in our Region. These 
data are being supplemented by the 
accumulated materials in our own 
files, plus information accumulated 
and made available by industry sur- 
veys, special studies, etc. Some 
progress is being made in establish- 
ing minimum stabilized rates for 
key job classifications in the larger 
labor market areas. But the job is 
an immense one when it is consid- 
ered that there are tens of thou- 
sands of separate job classifications 
in hundreds of different labor mar- 
kets for which these stabilized rates 
eventually must be set. 
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This brings us to the considera- 
tion of the two inactive yardsticks 
in W.L.B. wage policy before 
April 8—the substandard yardstick 
and the effective-prosecution-of-the- 
war yardstick. Because no _satis- 
factory definition of either a sub- 
standard wage or a substandard of 
living had been developed before 
the war, the first of these yardsticks 
obviously was rather limited as a 
practical measure for judging peti- 
tions for wage adjustments. Conse- 
quently, it was rarely used by the 
Board before April 8 in making 
wage adjustments. Since April 8, 
however, this yardstick has assumed 
new importance, partly because the 
President expressly mentioned it in 
his Executive Order as a basis for 
wage adjustment, and partly because 
it affords almost the only possibility 
of relief outside the Little Steel 
formula. Immediate study and atten- 
tion were given to the determination 
of substandard wages in each Labor 
Board Region. At the suggestion of 
Washington, most Regional Boards 
tentatively established fifty cents an 
hour for most localities within their 
Regions. The Chicago Board has 
approved a number of petitions for 
wage adjustments up to fifty cents 
an hour on substandard grounds 
alone, when it has been determined 
that such an adjustment would not 
throw other rates in that area out 
of line. It should be made clear that 
the Board has not required any con- 
cern to give increases up to the 
fifty - cents - an - hour wage — it has 
only granted permissive authority 
to go up to fifty cents an hour, and 
that only on a case-by-case method. 
There has been no general grant of 


authority by the War Labor Board 
for any employer to increase wages 
which are below fifty cents an hour 
up to fifty cents an hour. General 
Order No. 30 of the War Labor 
Board allows any employer, how- 
ever, to increase wages to forty 
cents per hour on_ substandard 
grounds alone and without petition- 
ing the Board for approval of such 
adjustment. 

But the increasing of wages to 
fifty cents per hour on substandard 
grounds without the ability to ap- 
prove wage adjustments above fifty 
cents created serious intraplant prob- 
lems, inasmuch as most plants in- 
volved had rates above fifty cents 
as well as below, up to May 12; 
however, nothing could be done on 
substandard grounds in adjusting 
rates above fifty cents per hour. The 
Byrnes Directive of May 12 has re- 
stored some authority to the Board 
to correct intraplant unbalance cre- 
ated by adjusting substandard wages 
up to fifty cents. Wage increases 
can now be approved for immedi- 
ately interrelated job classifications 
to the extent required to keep the 
minimum differentials between im- 
mediately interrelated job classifica- 
tions necessary for the maintenance 
of productive efficiency. This means 
that the Board can now correct 
those intraplant inequalities which 
result from adjustments of sub- 
standard wages. 

The “effective prosecution of the 
war” yardstick was little used be- 
fore April 8 because it was too 
vague and indefinite on the one 
hand, and too all-inclusive on the 
other. Because almost every business 
and every person was already active 
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in the war effort, this yardstick was 
not a practical one. The Presidential 
_ Executive Order-of April 8 omitted 
it entirely as a basis for wage ad- 
justments. The Byrnes Directive of 
May 12 restored it, with certain re- 
strictions and rather grave misgiv- 
ings. It is not likely that the Board 
will make extensive use of this yard- 
stick in view of the dangers inherent 
in such use. Almost any wage ad- 
justment might be defended under 
the “effective prosecution of the 
war,” and an endless series of wage 
increases would be the chief result 
of its general use. 


Present Policies of the Board 


The Byrnes Directive of May 12, 
1943, restored the power of the 
Board to make decisions on applica- 
tions involving vacations, overtime, 
changes in method of wage pay- 
ments, incentive wage plans, estab- 
lishment of new wage schedules for 
new plants, and bonus plans for sec- 
ond and third shifts. In general, the 
Board will now approve a “reason- 
able” vacation-with-pay proposal, 
sound incentive wage plans which 
are geared strictly to production and 
which will not increase unit labor 
costs, and overtime pay for ém- 
ployees not covered by the Fair La- 
bor Standards Act. The Board’s 
previous policy on bonuses and 
commissions in general remains un- 
changed, to wit, no larger bonuses 
or commissions than were paid be- 
fore wage stabilization. 

The general jurisdiction of the 
Board over wages and salaries has 
changed since October, 1942. The 
Board still has full power and au- 
thority over wages and salaries un- 


der $5,000. Wages and salaries over 
$5,000 come under the jurisdiction 
of the Treasury Department. There 
are a few exceptions to the Board’s 
jurisdiction over wages and salaries 
under $5,000 that may be mentioned. 
Employers of eight or fewer work- 
ers are exempt from War Labor 
Board control on the ground of ad- 
ministrative expediency and because 
such small wage increases would 
probably have no inflationary effect. 
Executive, administrative, and pro- 
fessional employees are exempt from 
War Labor Board control, but their 
salaries are subject to Treasury De- 
partment control. The War Labor 
Board uses the Wage and Hour 
Law’s definition of executive, pro- 
fessional, and administrative em- 
ployees. Public employees, state, 
county, and municipal, are also ex- 
empt from War Labor Board wage 
and salary control. In addition, cer- 
tain individual wage adjustments 
may be made without War Labor 
Board approval if such adjustments 
are made within established wage 
or salary schedules and (not or) are 
made as a result of merit, increased 
productivity, length of service, in- 
creased duties and responsibilities, 
or operation of a trainee or appren- 
tice program. The important point to 
remember here is that without War 
Labor Board approval these indi- 
vidual wage adjustments may be 
made only within established wage 


' or salary rate ranges for given job 
. Classifications. General Order No. 


31 of the Board controls the latitude 
extended the employer in making 
these wage adjustments. 

In conclusion, a few remarks may 
be made about the economic effects 
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of War Labor Board decisions on 
wage stabilization and inflation. 

The total volume of wage and 
salary payments will increase with- 
out any change in basic wage and 
salary rates under the following 
situations: 

(a) An expansion in the number 
of workers employed 

(b) An increase in the hours of 
work of existing employees 

(c) A rise in the proportion of 
overtime worked 

(d) A relative shift of wage earn- 
ers to higher-paid industries and to 
higher-paying firms 

(e) An upgrading of experienced 
employees to higher - paying posi- 
tions in order to utilize them more 
effectively along with green workers 

(f) A greater output under piece- 
rate and bonus plans as a conse- 
quence of greater effort, technical 
changes, and better flow of ma- 
terials. 
These forces have been very im- 
portant since the outbreak of the 
war and have contributed notably 
to the unprecedented expansion in 
the output of American industry. 

The National War Labor Board 
is directly concerned with only one 
of the many factors, namely, wage 
and salary rates, which influence 
total wage and salary payments. To 
appraise the effectiveness of wage 
stabilization in inflation control in 
terms of total wage and salary pay- 
ments is to apply a misleading 
standard. The significant criterion 
is the change in basic wage and sal- 
ary rates. Thus the total payments 
in manufacturing increased from 
$2.128 billions in September, 1942, 
to $2.431 billions in March, 1943, an 


increase of 14 per cent. Employ- 
ment, measured in man hours of 
work, increased a little over 10 per 
cent in this period, accounting for 
approximately 73 per cent of the 
total increase. Shifts of employment 
to higher-paid war industries are 
estimated to have increased wage 
payments by 2 per cent. Increased 
overtime accounted for a rise of 114 
per cent in the wage bill. The direct 
impact of base rate increases is esti- 
mated to have accounted for a little 
less than 6 per cent of the total rise 
in wage payments. This is an in- 
crease of less than 14 of 1 per cent 
of the total annual payroll. 

Average hourly earnings likewise 
are a poor measure of the success 
of wage stabilization. In addition 
to base-rate changes, they can be 
influenced by all the factors men- 
tioned above with the exception of 
an expansion in the number of em- 
ployed workers. Full-time average 
hourly earnings in manufacturing 
increased 3.2 cents per hour from 
September, 1942, through March, 
1943. Straight-time hourly earnings, 
which eliminate the effect of addi- 
tional overtime, increased only 1.9 
cents per hour. The only aspect of 
wage payments over which the War 
Labor Board exercises control, 
therefore, is that of changes in basic 
wage rates. The increase in total 
wage payments due to War Labor 
Board action in approving higher 
basic rates of pay has been negli- 
gible the past fifteen months. In this 
sense the Board has held the wage 
line remarkably well. 

It has been neither possible nor 
desirable to freeze all wage rates, 
since the effective prosecution of 
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the war requires many adjustments 
in wage and salary schedules. Firms 
which convert their operations to 
war production will frequently have 
an obsolete wage structure; em- 
ployers in vital industries who had 
pursued a policy of relatively low 
wages could no longer retain em- 
ployees in a tight labor market; new 
plants and facilities must institute 
wage schedules; the dynamics of 
technology requires numerous rate 
adjustments. Furthermore, a rigid 


wage freeze necessarily implies and 
involves a similar rigid freeze of the 
worker in his job. We have not yet 
reached that stage in our economy 
where either of these drastic meas- 
ures is necessary. Until such a stage 
is reached, the War Labor Board 
expects to continue making, within 
its sound discretionary judgment, 
and within the laws and regulations 
outlining its authority, such wage 
adjustments as seem necessary to the 
successful prosecution of the war. 


Reconversion of Industries—The task of reconversion can be accom- 
plished without widespread dislocation if the problem is handled in stride. 
It is estimated that major engineering changes will be necessary in industries 
accounting for only about 10 per cent of the national output. The length of 
time required to convert to peacetime operations will vary by industries. In 
New England, for instance, the major industries—textiles, shoes and leather, 
paper, and food—will entail no important mechanical changes and will be 
able to proceed on civilian production practically as soon as the “all clear” 
signal is given. The building industry will also be able to shift back to normal 
activity without much difficulty. In some lines the shift back to full-time 
civilian operations will require a considerable period of time. The automobile 
industry, for example, may take from five to nine months in which to hit its 
stride—From New England Letter (First National Bank of Boston), Oc- 
tober 29, 1943 


State Revenues and Outlays——In the 1942 fiscal year, both revenues 
and expenditures of the 48 states established new highs, according to the 
preliminary figures released by the Bureau of the Census. Total state gen- 
eral-government revenues were $6.1 billions, as compared with $5.6 billions 
in 1941. Sales taxes, gross levies, and unemployment compensation taxes 
brought in more than four-fifths of the revenues collected. Of the expendi- 
tures, which amounted to $5.8 billions, somewhat less than a third was spent 
for the direct operation of state activities. Capital outlays were about the 
same as in 1941, but increases occurred in all other types of expenditure, 
highways and public welfare showing the greatest increases. The gross debt 
of the states was reduced by 6 per cent. 


Preparing the 1943 Tax Return’ 


Epwarp J. FILBry 


Department of Business Organization and Operation 
University of Illinois 


NEW Federal income tax law 
A is in the making, but it is 
anticipated that very few 
of its provisions will be retroactive 
to the year 1943. The immediate 
problem faced by the individual tax- 
payer is, therefore, how to prepare 
his return under those revenue acts 
that were applicable to incomes 
earned in the year just ended. 

The last complete income tax law 
was the revenue act of 1938. In the 
five years since 1938 eight income 
tax laws have been enacted. Each of 
these acts has consisted of amend- 
ments to the original basic 1938 law, 
or to the 1938 law as already 
amended. The absence of a com- 
pletely up-to-date, single, unified law 
has seriously inconvenienced all tax- 
payers. 

In the two previous articles by 
the writer, which appeared in this 
bulletin on November 18, 1941, and 
on February 16, 1943, a considerable 
number of elementary (but never- 
theless important) facts relating to 
the determination of net taxable in- 
come were presented. In view of the 
fact that the “Instructions for Form 
1040, United States Individual In- 
come Tax Return,” recently sent by 


*This is the third annual article deal- 
ing with certain details and changes in 
the Federal Internal Revenue Code. 
The editors plan to publish such an 
article each year as an aid in the 
preparation of income tax returns. 


the Bureau with Form 1040 to each 
individual taxpayer, contain a rea- 
sonably intelligible statement  re- 
garding the items of taxable and 
those of non-taxable income, and the 
expenses that are deductible and 
those that are not, this article will 
deal primarily with the problems that 
have arisen as a result of the changes 
made in the 1942 law by the “Current 
Tax Payment Act. of 1943.” These 
changes affect materially the compu- 
tations involved in the preparation | 
of an individual’s return for 1943. 

It is a matter of common knowl- 
edge that the language employed in 
our revenue laws is highly technical, 
and that many sentences are long 
and involved, as a result of an at- 
tempt on the part of the lawmakers 
to state all pertinent facts explicitly 
and with precision. This makes the 
task of summarizing the provisions 
of the law a difficult one, because 
very few provisions can be restated 
in simpler language without the 
addition of numerous qualifications. 
The reader is warned, therefore, 
that the statements made in the fol- 
lowing pages represent only what is 
generally true, and that in many 
cases important exceptions exist 
which it is not practicable to men- 
tion or discuss in this article. 


The Victory Tax 


This tax was provided for by the 
1942 law, but did not become effec- 
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tive until the year 1943. It is a 5 
per cent tax on a so-called “victory 
tax net income,” which is the gross 
income of an individual minus only 
a small part of the deductions allow- 
able for ordinary income tax pur- 
poses. Against this income an indi- 
vidual is allowed an exemption of 
$624 ($12 a week, $52 a month, etc.) 
The tax was “withheld at the 
source,” i.e., by the employer, from 
all wages and salaries payable, dur- 
ing the first six months of 1943, and 
was remitted to the Collector of 
Internal Revenue at the end of each 
quarter. After June 30, a change 
was made in the nature and the 
amount of the tax withheld, in ac- 
cordance with a new law enacted in 
that month. 


The Current Tax Payment 
Act of 1943 


The primary purpose of the 1943 
act was to provide for the collection 
of an individual’s income tax cur- 
rently, i.e, weekly, bi-weekly, or 
monthly, as the income is earned. 
The employer is held responsible for 
withholding the tax from each pay 
roll, and.for remitting it to the Col- 
lector of Internal Revenue quarterly. 

Accordingly, during the last six 
months of the year 1943, 20 per cent 
of an employee’s wages or salary 
in excess of certain exemptions was 
withheld. This 20 per cent was in- 
tended to be roughly equivalent to 
the sum of the victory tax, the 
normal tax, and the first 13 per cent 
of the surtax that the employee 
would pay after taking into account 
his ordinary deductions — interest, 
taxes, donations, etc. 


In the case of certain groups of 
employees the tax is not withheld. 
Some of the more important of 
these are: members of the military 
or naval forces of the United 
States; persons employed on a farm, 
or in domestic service in a private 
home or a college club or a fra- 
ternity; and persons who perform 
casual labor not in the course of an 
employer’s trade or business. 

An attorney, physician, certified 
public accountant, or other person 
who is paid a fee for specific serv- 
ices rendered is not considered an 
employee, and no part of his fee is 
withheld by the person who has en- 
gaged his services. 

Since it is necessary for an em- 
ployer to know to what exemption 
an employee is entitled before the 
tax is withheld from his wages or 
salary, the employee must furnish 
his employer a signed “withholding 
exemption certificate,” indicating his 
marital status and the number of 
his dependents. The withholding ex- 
emption for a single person is again 
$624 a year. If wages are paid 
weekly, the exemption is 1/52 of 
$624, or $12. For wages paid 
monthly, 1/12 of $624, or $52, is 
exempt from withholding. The ex- 
emption of a married person is 
double that of a single person. A 
married person may, however, if his 
spouse also is employed, prefer to 
claim only 1%4 of the withholding 
exemption, or none of it. For each 
dependent, 4%4 the exemption of a 
single person is granted, i.e., $312 
a year, etc. 
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Forgiveness of Three-fourths 
of a Year’s Tax 


In order not to impose too great a 
hardship on the individual taxpayer 
by requiring him to pay two years’ 
taxes—for 1942 and for 1943—at 
the same time, the 1943 law pro- 
vided for the forgiveness of 34 of 
a year’s tax, or the entire tax if it 
did not exceed $50. In the case of 
a majority of taxpayers, this prob- 
ably means that 34 of the 1942 taxes 
will be forgiven. But if the indi- 
vidual’s tax for 1943 is smaller than 
that for 1942, he must pay the entire 
tax for 1942, and he will be forgiven 
3% of the tax for 1943. 

The quarter of the tax that is not 
forgiven is to be paid in two install- 
ments, 14 on or before March 15, 
1944, and 14 on or before March 15, 
1945. In the case of a taxpayer 
whose fiscal year does not coincide 
with the calendar year, the two 
installments must be paid within 214 
months and 1414 months, respec- 
tively, after the close of the tax- 
payer’s fiscal year that began in 
1943. 


Declaration of Estimated Tax 


Primarily in order to make it pos- 
sible for the government to collect 
the tax currently from those indi- 
viduals whose tax will not be with- 
held by an employer, taxpayers 
(with certain exceptions) are re- 
quired to file a “declaration of esti- 
mated tax” each year and to pay 
quarterly 14 of the amount thus 
estimated less the amount being 
withheld, and, in 1943, less also the 
amount of tax paid in 1943 on 
the individual’s 1942 income. After 


the year 1943, this estimate is to be 
filed within the first 214 months of 
the taxpayer’s fiscal year. For the 
year 1943 the estimate had to be 
filed on or before September 15, 
1943. In the case of farmers, the 
declaration for each taxable year 
must be filed on or before the fif- 
teenth day of the last month of that 
year. 

A person who derives his entire 
income from wages or salaries is 
not required to file the estimate 
unless his remuneration is in excess 
of $2,700 in the case of a single 
individual, or $3,500 in the case of 
a married person. But if his in- 
come from other sources is in excess 
of $100, and if his total income is 
sufficient to make it necessary for 
him to file the regular annual tax 
return, he is required to file the 
estimate also. 


Payment of Taxes in 1943 


It is the hope of Treasury Depart- 
ment officials that after the year 
1943 the collection of income taxes 
currently will proceed with com- 
parative smoothness. For 1943 the 
taxpayer found the procedure seri- 
ously confusing for several reasons: 

(a) In the first place, the March 
and the June installments which had 
been paid on the 1942 tax were 
transferred by the Bureau of In- 
ternal Revenue from the taxpayer’s 
1942 account to his 1943 account. 
That is, he had originally been 
charged on the government’s books 
with the income tax payable on his 
1942 income, and had been credited 
with the March and the June pay- 
ments made thereon. But in the year 
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1943, an account was set up on the 
government’s books for his 1943 tax, 
and the installments which he had 
paid in March and in June were 
removed as credits from the 1942 
account and placed to his credit in 
the account for his 1943 tax. One 
effect of this transfer of credit was 
to leave the taxpayer owing the 
government the entire amount of 
his 1942 tax. However, as has been 
explained previously, three-fourths 
of his 1942 tax has been forgiven, 
and this amount has presumably, 
therefore, been credited on his 1942 
tax account. The unforgiven 14 
which remains as a charge against 
the taxpayer will be paid by him, as 
previously stated, in two _ install- 
ments, on or before March 15, 1944, 
and on or before March 15, 1945. 
When these payments have been 
credited to’ his 1942 tax account on 
the books of the government, the 
1942 account will be closed. 

(b) Although a part of an em- 
ployed taxpayer’s 1943 tax has been 
withheld by his employer. on each 
payday in 1943, and has been sent 
to the Collector at the end of each 
quarter, the government is not in- 
formed until January, 1944, of the 
names of the employees and of the 
amount withheld during the year 
from the wages of each, individu- 
ally. The employer is required to 
furnish this information to each em- 
ployee in January, and to send a 
duplicate copy of each such notice 
to the Collector’s office. Upon re- 
ceipt of this information the tax- 
payer’s 1943 tax account is credited 
with the amount of tax withheld. 

(c) When the taxpayer made a 
“declaration of estimated tax” in 


September, 1943, he was charged on 
the Collector’s books with the 
amount of tax thus estimated. Along 
with his estimate the taxpayer re- 
ported the amount of tax he had 
paid in March and in June, and the 
probable amount of tax that either 
had been withheld or would be with- 
held by his employer during 1943. 
If according to these figures he 
would apparently still owe the gov- 
ernment a part of his 1943 tax at 
the end of the year, he was required 
to pay 14 of such balance on or 
before September 15, 1943, and the 
remainder on or before Decem- 
ber 15. 

(d) On or before March 15, 1944, 
after finally determining the correct 
amount of his taxable income for 
1943, the taxpayer is required to 
prepare and file his income tax re- 
turn, aS in previous years. He will 
be likely to find either that he still 
owes the government a small part 
of his tax, or that he has overpaid 
the tax as now finally determined. 
In the former case, he will. remit 
the balance due. If he has overpaid, 
he may ask either that he be re- 
funded the amount of the overpay- 
ment, or that this amount be cred- 
ited against his prospective 1944 
taxes. 


Payment of Taxes in Years 
Subsequent to 1943 


It has already been stated that be- 
ginning with the year 1944 a decla- 
ration of estimated tax must be filed 
within the first 214 months of the 
taxable year. After deducting from 
this amount the taxes that will be 
withheld at the source during the 
year, the taxpayer must remit one- 
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fourth of the remainder to the Col- 
lector at the time of filing the decla- 
ration, and one-fourth quarterly 
thereafter. If necessary, the tax- 
payer may amend his estimate at the 
time of making any one of the 
quarterly payments, and in that case 
he will adjust his remaining remit- 
tances accordingly. After the end of 
the year he will file the usual income 
tax return, as indicated in (c) 
above. 


Preparation of the Return for 1943 


It will have been observed that 
Form 1040 for 1943 differs in sev- 
eral important respects from the 
forms previously employed. Two 
columns on page 1 make it possible 
for the taxpayer to compute (1) his 
net income that is subject to the 
surtax and the normal tax, and 
(2) his net income subject to the 
victory tax. The computation of 
each of these taxes is to be made on 
page 4 of the form (instead of, as 
previously, at the foot of page 1). 

The computation of the normal 
tax and the surtax is made in the 
usual way, and the total will regu- 
larly appear in line 10 or line 12, or 
in both. 

The victory tax computation, in 
Schedule K, is new. For a single 
person, the exemption is $624. If a 
husband and a wife file a joint re- 
turn, an exemption of $1,248 is 
allowed, unless the “victory tax net 
income” of one spouse is less than 
$624. In that case the exemption is 
$624 plus the victory tax net income 
of that spouse. The tentative victory 
tax is next computed, at 5 per cent. 
From this amount a credit is de- 
ducted in accordance with the mari- 


tal status and the number of depend- 
ents of the taxpayer. It may be 
noted that under the 1942 law this 
credit was to be given the taxpayer 
only after the end of the war. This 
provision was changed by the 1943 
law, so that the credit is available 
at the end of each year. After the 
appropriate credit, (a) or (b) or (c), 
has been deducted from the tenta- 
tive victory tax, the net victory tax 
is combined with the ordinary in- 
come tax. At this point a compari- 
son is made between the tax for 
1942 and that for 1943, and 34 of 
the smaller tax is entered as “for- 
given.” The unforgiven quarter is 
added to the larger tax, and the 
result is recorded as the individual’s 
“total income and victory tax” for 
1942 and 1943. From this total there 
are deducted the credits for amounts 
already received by the Collector of 
Internal Revenue on behalf of the 
taxpayer, namely, (a) victory and 
income taxes withheld by the em- 
ployer, (b) income taxes paid by the 
taxpayer in March and June, 1943, 
on his 1942 income, and (c) amounts 
paid in September and December, 
1943, in accordance with his esti- 
mate filed in September. The re- 
mainder represents the unpaid por- 
tion of his taxes for 1942 and 1943. 
This entire balance may be remitted 
to the Collector at the time of filing 
the 1943 return. But since this bal- 
ance includes the unforgiven part 
of one year’s tax, one-half of the 
unforgiven amount need not be re- 
mitted until a year later. 


Miscellaneous Changes 


(a) Compensation not exceeding 
$1,500 received by a member of the 
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military or naval forces of the 
United States in a fiscal year be- 
ginning after December 31, 1942, 
for active service in such forces is 
wholly exempt from tax. This al- 
lowance is in addition to the per- 
sonal exemption ($500 or $1,200) to 
which the individual is entitled. The 
$250 and $300 additional personal 
exemptions granted in 1942 to serv- 
icemen below the rank of commis- 
sioned officer are no longer in effect. 

(b) A married person living with 
wife or husband for any part of the 
year 1943 or for the entire year is 
required to file a return if his gross 
income exceeds $624, or if the com- 
bined gross income of husband and 
wife equals or exceeds $1,200. An 
individual, whether single or mar- 
ried, who was liable to a tax for 
1942 must file a return for 1943, re- 
gardless of the amount of his gross 
income for 1943. 

(c) In the event that a taxpayer 
wishes to use the “short form,” 
1040 A, instead of Form 1040, he 
should note particularly the follow- 
ing facts: 

(1) He must be a citizen or a 
resident of the United States. 

(2) His total income must not be 
in excess of $3,000. 

(3) His income must have been 
derived only from salary, wages, in- 
terest, dividends, and annuities. 


(4) A husband and a wife may 
file separate returns on Form 1040 A. 
They may file a joint return on this 
form if their combined income does 
not exceed $3,000, and is derived 
only from one or more of the 
sources detailed in paragraph (3) 
above. One spouse may not file a 
return on Form 1040 A if the other 
files on 1040. 

(5) If Form 1040 A is used, the 
taxpayer’s marital status and his 
status as to dependents are deter- 
mined as of July 1, 1943, and his 
credit for each dependent is $385 
instead of $350. 


Complexity of Tax Forms 


There is little hope that tax forms 
can be greatly simplified until Con- 
gress enacts a less complicated tax 
law. The designers of our present 
forms are, of course, obliged to pre- 
pare the forms in conformity with 
the provisions of the law. The pres- 
ent forms are the most difficult to 
understand, and to fill in correctly, 
of all that have been placed in the 
hands of the taxpayer since the first 
Federal income tax law was enacted 
in 1913. If taxpayers desire simpler 
forms and simpler laws, they must 
demand these emphatically and unit- 
edly of our lawmakers in Wash- 
ington. 


World Trade Tomorrow 


GRACE BECKETT 


Department of Economics, University of Illinois 


AR sometimes demonstrates 
VV with abruptness and clar- 
ity the significance of 


long-established economic processes. 
The importance of international 


trade is forcibly emphasized by the | 


disruption of peacetime shipping 
lanes and the sudden alteration of 
customary exchanges. When com- 
modities which habitually occupy 
conspicuous places in our markets 
are scarce, we suddenly realize what 
a vast network of trading relation- 
‘ships had made them available. 

By the process of exchange one 
nation parts with commodities which, 
because of its peculiar natural en- 
dowments, the aptitudes of its peo- 
ple, or its technological develop- 
ment, it can produce easily, and 
receives commodities which are diffi- 
cult for it to produce. Each party 
to the exchange has, thereby, a 
greater quantity and a greater va- 
riety of goods. 

Foreign trade statistics are pub- 
lished by our Department of Com- 
merce in the Foreign Commerce 
Yearbook and the Statistical Ab- 
stract of the. United States. World 
trade frequently reached the im- 
pressive annual value of $25,000,- 
000,000 in the decade of the 1930’s. 
The United States transacted about 
twenty or twenty-five per cent of 
the world total. Between 1930 and 
1939 our exports averaged $2,605,- 
000,000 in value, and our imports 
$2,141,000,000. The export total was 


composed of 61.8 per cent semi- 
manufactures and finished manu- 
factures, 7.8 manufactured food- 
stuffs, and 30.4 crude foodstuffs and 
materials. Of our imports, 41.4 per 
cent were semi-manufactures and 
finished manufactures, 13.9 manu- 
factured foodstuffs, and 44.7 crude 
foodstuffs and materials. 


Barriers to International Trade 


In the years between World Wars 
I and II the movement of goods in 
international trade was hampered 
by a number of barriers. Some re- 
strictions were retained from the 
first World War or the years pre- 
ceding it; others appeared in the 
interwar period. The tariff, the 
levying of a tax upon the impor- 
tation or exportation of goods, is 
one of the oldest methods employed 
to alter the flow of commodities. 
Tariff duties increased markedly. 
The use of the quota, a more direct 
means of influencing the volume of 
trade, grew. Quotas restrict the 
total amount of a good entering the 
country within a designated time. 
If the quota is unallocated, it is 
filled by the first suppliers to get 
goods into the importing country; 
if it is allocated, it is apportioned 
among the supplying countries, 
either according to the percentage 
of the total imports of the good 
furnished in a prior representative 
period, or according to other meth- 
ods of allocation. Some nations em- 
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ployed clearing arrangements or 
entered into bilateral balancing 
agreements by which they attempted 
to equate their exports and imports 
with individual countries, thus chan- 
nelizing trade along lines determined 
by temporary circumstances, rather 
than by comparative advantages in 
production. Administrative interpre- 
tation of regulations, as well as the 
outright prohibition of the export or 
import of specific commodities, also 
decreased the exchange of goods. 
By these and like expedients, inter- 
national trade was reduced. 


Relation to Other Transactions 


Merchandise exports and imports 
are closely related to the other in- 
ternational transactions of a country, 
all of which are listed in its inter- 
national balance of payments. This 
statement indicates on the one side 
payments due the nation; on the 
other side, payments owed by the 
nation. The two sides tend, of 
course, to be equal. If a disturb- 
ance occurs in one item of the bal- 
‘ance sheet, adjustments are made in 
another item or items to restore 
equilibrium. Representative entries 
besides merchandise are gold and 
silver movements, long- and _ short- 
term capital loans, interest pay- 
ments, shipping services, and tourist 
expenditures. 

Conditions of payment for goods 
became increasingly uncertain in 
this interwar period. Such a situa- 
tion curtails buying and selling. For 
years the gold standard was expect- 
ed to provide stable exchange rates. 
When a nation uses this standard, 
the foreign exchange rate is held 
within narrow limits by the gold 


shipping points, which mark the 
price beyond which it is cheaper to 
ship gold than buy a bill of ex- 
change. The presence of these points 
greatly reduces the range of fluctua- 
tion in the rate. If gold flows, do- 
mestic price levels adjust to restore 
equilibrium. Under a managed cur- 
rency system, on the other hand, 
there are no gold shipping points, 
and, unless a nation attempts to 
counteract changes in the demand 
and supply of exchange with a sta- 
bilization fund, the exchange rate 
can fluctuate widely; the stability 
of the domestic price level depends 
upon the action of monetary au- 
thorities. 

As country after country left the 
gold standard in the 1930’s, foreign 
exchange depreciation upset normal 
purchase - sale relationships. Since 
the extent and the duration of the 
depreciation were unpredictable, 
traders did not know whether pay- 
ment would be more favorable for 
them if they dealt for goods at once 
or in the future. A depreciating ex- 
change in the exporter’s country 
tends to encourage sales if the do- 
mestic price level has not risen pro- 
portionately. However, should the 
importer anticipate further depre- 
ciation, he may hesitate to buy goods 
immediately. Uncertainty of this 
kind led to variations in trade vol- 
ume and destination. Some countries 
regulated their exchanges, either as 
to rates established or as to purpose 
for which payment could be used. 

International banking relations 
were disarranged in the interwar 
period. Customarily, when loans 
cross national boundaries to be used 
in production, they remain abroad 
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for an extended time, and the di- 
rection of the flow is from mature 
industrial nations with a surplus of 
investment funds to new nations 
that lack adequate capital with which 
to develop their resources. In this 
period, however, the direction of the 
flow was reversed in large part. The 
funds, moreover, did not remain in 
one place for productive purposes, 
but moved frequently and errati- 
cally. Thus short-term funds came 
to play a more conspicuous part 
than long-term funds, and defaults 
on payment were common. Further- 
more, gold movements, which in the 
past had tended to serve as an equi- 
librating force and thus assist the 
flow of capital, increased tremen- 
dously in volume and became spo- 
radic. The impact of all these 
disturbances disrupted the estab- 
lished mechanisms of trade and 
finance. 

In order to alleviate this situation 
several international conferences, 
prominent among which were the 
World Economic Conferences of 
1927 and 1933, were convened, but 
in general no sufficiently effective 
results were attained. The United 
States attempted to expand trade by 
means of bilateral commercial 
agreements. Under the Reciprocal 
Trade Act, Congress gave the Presi- 
dent power, in 1934, to negotiate 
trade agreements in which tariff 
duties were decreased or increased 
by not more than fifty per cent with- 
out transferring products between 
the dutiable and the free list. To 
date, agreements have been com- 
pleted with twenty-seven nations, 
fifteen in Latin America, nine in 
Europe, and the rest in other parts 


of the world; negotiations are in 
process with two additional nations. 
Each agreement, with the exception 
of that with Cuba, contains the 
most-favored-nation clause, accord- 
ing to which concessions granted to 
one country are extended uncon- 
ditionally to other countries with 
which the contracting party has 
most-favored-nation relations. This 
clause, also appearing in the con- 
ditional form whereby concessions 
are extended to other countries only 
upon receipt of an equivalent con- 
cession, is basic to a free interna- 
tional trading system. When the 
commercial nations of the world are 
bound together by a network of 
most-favored-nation agreements, the 
principle of equal treatment in trad- 
ing is emphasized. Application of 
the principle has become increas- 
ingly difficult with the diffusion of 
quantitative trade controls, exchange 
controls, and other limiting devices. 


Trade Restrictions in Wartime 


Restrictions on trade mounted with 
World War Il. A nation which is 
preparing for defense or is actually 
a belligerent can use its foreign 
trade as one method of economic 
warfare. Consequently, nations in 
this category usually control their 
exports so that strategic materials 
do not leave the country except for 
the propagation of the war. To ac- 
complish this objective, a license to 
export is required. This procedure 
makes possible the careful exami- 
nation of each commodity as to its 
importance and destination. By 
means of import licenses priorities 
are granted to essential imports and 
nonessential ones discouraged. To 
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strengthen the licensing provisions, 
shipping permits are required, which 
conserve outgoing and incoming 
cargo space for essential commodi- 
ties. Raw materials can be bought 
from foreign suppliers to prevent 
the enemy from acquiring them. 
This is known as preclusive buying. 
Materials thus purchased are stored 
temporarily in the foreign country 
or imported into the buying country, 
as conditions warrant. These meas- 
ures, together with the naval block- 
ade and financial techniques such 
as the “freezing” of enemy assets 
and the extension of loans to allies, 
enable a nation to impede the 
enemy’s war effort. 


Shift to Peacetime Trade 


Transition from war to peace and 
the attainment of peacetime equi- 
librium after World War II present 
a fundamental challenge. In no seg- 
ment of the economy will adjust- 
ment be more complex than in inter- 
national trade and finance. Many 
economic variables influence the 
potential flow of goods. 

Since barriers to trade have as- 
sumed predominance, one of the 
most important postwar problems is 
what to do with them. The sudden 
removal of restrictions would make 
adjustment abrupt and uneven. To 
the extent that wartime controls 
were continued, trade would be en- 
cumbered. Consequently, a cautious 
policy must be adopted, in order to 
secure some of the advantages of 
international specialization and yet 
avoid too drastic displacement of 
production. 

In the past decades certain areas 
of agricultural and industrial spe- 


cialization, as well as clearly-defined 
commercial trade routes, have been 
established. Just as routes were 
altered in World War I, they are 
being changed now. The war has 
upset former paths of specialization, 
hastening some trends and initiating 
others. When, for example, an agri- 
cultural area is unable to obtain in- 
dustrial products customarily im- 
ported, it is likely to produce the 
goods itself, thus becoming more in- 
dustrialized. And the nation from 
which it formerly purchased the 
goods must produce something else 
if it cannot find a new market. 
Although such changes need not cut 
down the volume of trade, since in- 
dustrial nations are good customers 
of each other, they will alter the di- 
rection of trade. Likewise, new agri- 
cultural areas may enter world 
markets when there is a strong war 
demand for their products and re- 
main in those markets after the war, 
competing with older agricultural 
areas. This strong competition may 
compel the latter regions to pro- 
duce certain agricultural specialties 
rather than to concentrate primarily 
on staple crops. The extensive mi- 
grations of men and goods in the 
course of the war have acquainted 
many peoples with heretofore un- 
known products which these peoples 
will want to possess after the war. 
In these and other ways the points 
of origin and destination for com- 
modities shift from their previous 
positions, and necessitate our con- 
formity to a different pattern of 
economic relationships. 

The commodity composition of 
trade is also being modified. Prod- 
ucts introduced in the war period 
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will be an integral part of tomor- 
row’s trade. New processes of pro- 
duction and new materials will 
increase the variety of goods avail- 
able for the consumer, and improve- 
ments in old materials and products 
will enhance the quality and reduce 
the unit cost of familiar goods. In 
numerous industries technological 
advancement has been extensive. 
Plastics present manifold possibili- 
ties for manufacturing new prod- 
ucts. Many synthetics have gained a 
position of consequence. At least 
some, if not all, of them will prob- 
ably be retained. Although synthet- 
ics decrease trade in the “natural” 
products for which they are substi- 
tutes, they stimulate it for other 
commodities, since raw materials 
from diverse sources are required 
for their production. The survival 
of many synthetics immediately 
after the war will depend upon the 
policy of the producing country. 


Adjustments in Related Activities 


The subsidiary organizations whose 
activities assist the exchange of 
goods in peacetime are greatly af- 


‘fected by hostilities. Marketing is 


one of these fields of specialization. 
Many private sales groups are dis- 
banded because of the war. In nu- 
merous cases direct and regular con- 
tact with the foreign market is 
broken, although some advertising 
may continue in order to keep the 
features of the product before the 
consumer in the absence of goods. 
Furthermore, during the prepara- 
tion for defense and war, govern- 
ments frequently take a more active 
part in trade. This is particularly 
the case if recourse is had to stock- 


piling and preclusive buying, or if 
governmental monopolies of certain 
products are established. The situa- 
tion after the war depends upon 
how quickly private marketing or- 
ganizations in leading foreign trade 
areas are readjusted, and how soon 
and to what extent governments 
withdraw from direct participation 
in trade. 

Since trade is closely related to 
the mode of transportation in use at 
the time, the type of goods which 
enters world markets is conditioned 
by advancements in transportation. 
When pack animals were the main 
carriers by land, and small wooden 
vessels by sea, only articles of great 
value in small bulk could bear the 
expense of a trip. Traffic in spices, 
precious stones, textiles, and similar 
commodities prevailed. With the 
building of roads and canals heavier 
articles, such as grains, other food 
products, and industrial raw materi- 
als, could be traded. Refrigeration 
enabled perishable goods to travel. 
Modern rail, motor, air, and steam- 
ship carriers make it possible to send 
almost any commodity around the 
world. 

Several means of commercial 
transport will probably be subject to 
innovations after the war. Shipping, 
for example, may become more flex- 
ible with the construction of barge- 
like vessels equipped to load and un- 
load cargoes easily where adequate 
harbors are lacking or dock facili- 
ties inadequate. Undoubtedly, too, 
air cargo and passenger service will 
increase in volume. This will alter 
commercial routes, carrying time, 
and the commodity content of trade, 
as well as raise problems of landing 
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rights and the construction of in- 
numerable air fields. 

Some nations which, before the 
war, hired the ships of other coun- 
tries to transport their goods will 
have their own ships. Other nations 
may have fewer vessels for this 
purpose than previously. Because of 
the tremendous wartime construc- 
tion and destruction of ships, the 
item of shipping services will prob- 
ably depart, in the international 
balance sheets of several nations, 
from the prewar average. Another 
item which may be affected is tourist 
expenditures. The spread of infor- 
mation about far-off places, the ac- 
customing of large groups of the 
population to mobility, together with 
pent-up desires for sight-seeing, 
‘may augment the number of poten- 
tial travelers. 

The future of world trade is con- 
tingent in great part upon postwar 
financial organization. Of special 
importance will be the direction of 
the flow of capital funds between 
nations and the purposes for which 
the funds are used. Many changes 
are taking place in international 
debtor-creditor relationships. De- 
cisions concerning the stabilization 
of currencies and the selection of 
national monetary systems—the gold 
standard, managed paper standard, 
and others; the adoption or rejec- 
tion of institutions such as an inter- 
national bank and an international 
stabilization fund; the settlement of 
intergovernmental obligations; and 
the relationship and administration 


of public and private loans —all 
these will influence trade. In recent 
years governmental loans have as- 
sumed increasing importance. How 
prominent a position they will hold 
is a significant factor, as well as 
how soon private loans will again 
flow in large amounts and whether 
they will be subject to regulation. 

International trade will be modi- 
fied by the condition of general busi- 
ness. As soon as industry is prepared 
to turn out peacetime commodi- 
ties, deferred demand backed by 
accumulated savings, the replace- 
ment of depreciated or obsolete 
goods, and the reconstruction of 
devastated areas can absorb produc- 
tion for some time. After that, the 
pressure for foreign markets will 
undoubtedly be greater, and ccn- 
tinued purchases will be related to 
the nature of economic agreements, 
the extent to which full employment 
is approximated, and the height to 
which standards of living have been 
raised. Basic to all adjustment will 
be the kind of peace consummated 
and the measure of political security 
achieved. In the postwar world we 
shall probably once again be able to 
buy most of the familiar imports 
which are now scarce. If nations 
have found the exchange of goods 
advantageous for centuries past— 
perhaps even before recorded his- 
tory—they will search strenuously, 
in spite of obstacles, for some work- 
able basis to maintain or extend 
trade in the future. 


The Wholesaler Is Dead. Long Live the 
Wholesaler! 


P. D. CONVERSE 


Department of Business Organization and Operation 
University of Illinois 


HIS article attempts to give 
| a long-time view of the 
wholesaler—to give a general 
picture of what he has been in the 
past, how he has changed with the 
times, what he is today, and what 
changes are now taking place in his 
functions. There is no intention to 
give the wholesaler any advice as 
to how he should proceed to oper- 
ate more efficiently or to increase 
his sales. 

The wholesaler is frequently 
called “the middleman,” and as such 
was long ago sentenced to extinction 
by many critics. In fact, his very 
existence was threatened almost 
from the start. 

It was early in the past century 
that dry goods wholesalers estab- 
lished themselves in this country. 
They imported goods, divided the 
bales, and made up assortments 
which they distributed to retail 
stores. After the War of 1812, how- 
ever, large quantities of cloth were 
sent over here by English mills to 
be sold at auction. The auction sales 
were open to retailers, some of 
whom were thus able to buy as 
cheaply as the wholesalers. Because 
some of the Eastern retailers were 
purchasing at auction, for several 
years the wholesalers attempted to 
secure legislation to abolish or re- 
strict such sales. They were unsuc- 


cessful in this effort, but the impor- 
tance of the auctions declined until 
they ceased to trouble the whole- 
salers. 

In the century which has elapsed 
since the auction controversy many 
changes that have affected whole- 
salers have come to pass. The great 
increase in the quantity of goods to 
be marketed has brought about a 
corresponding increase in the sales 
of wholesalers. The growth of popu- 
lation, especially in the West, re- 
sulted in the establishing of numer- 
ous retail outlets and thus provided 
the wholesalers with many new cus- 
tomers. 

On the other hand, the rise of 
nationally advertised manufacturers’ 
brands took away some prestige 
from the wholesaler and reduced his 
margin on such products. The fact 
that many large manufacturers have 
set up their own wholesale organi- 
zations and sell direct to retailers 
has lessened the quantity of goods 
that otherwise would have been 
handled by independent wholesalers. 

Furthermore, the growth of large 
retailers who buy direct from manu- 
facturers has also cut into the busi- 
ness of the wholesalers. The de- 
partment store came into existence 
in the closing years of the past cen- 
tury. These stores buy most of their 
goods direct from manufacturers, 
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converters, and importers. Another 
specialized retail outlet later arose, 
which became known as the chain 
store. These chains also buy the 
greater part of their merchandise 
direct from producers. Many of 
them, especially those which sell 
groceries or drugs, operate their 
own wholesale warehouses. 

With the twentieth century, there 
came more rapid changes in fash- 
ions, particularly in the dry goods 
field. A swifter trade channel was 
needed for the better grades of dry 
goods and for women’s apparel. 
When resident buyers established 
themselves in New York, many out- 
of-town buyers deserted the whole- 
sale houses, and began to deal with 
the resident buying offices. This de- 
velopment was an important cause 
of the failure of the great Claflin 
wholesale dry goods house in 1914. 
In recent years there has been a 
very rapid expansion of chains of 
women’s apparel stores. 

In spite of all these changes, how- 
ever, the Census of Business for 
1939 ‘reported more than 3,000 dry 
goods wholesalers, with sales of 
approximately $700,000,000. 

To meet the competition of the 
chain stores, in many instances re- 
tailers have established their own 
wholesale houses. Most of these re- 
tailer-owned wholesalers are to be 
found in the drug, grocery, and 
hardware trades. 

The figures belie the oft-repeated 
statement that the wholesaler is an 
unnecessary middleman and is des- 
tined soon to disappear. On the con- 
trary, the number of wholesalers 
was larger in 1939 than in 1929. For 
all types of wholesale middlemen, 


including merchants, brokers, manu- 
facturers’ branch houses, exporters, 
importers, bulk tank stations, and 
assemblers of farm products, there 
was an increase of 18 per cent. If 
only service wholesalers and whole- 
sale merchants are considered, the 
increase was notably greater—28 per 
cent. 

Although wholesalers were in- 
creasing in number, their dollar 
sales declined 19.3 per cent between 
1929 and 1939; in the same period, 
wholesale prices declined 19.1 per 
cent, and national income 15.1 per 
cent. There were some changes in 
census classifications which make the 
figures not strictly comparable. Most 
of the decline in dollar sales seems 
to have been caused by the lower 
prices received for the goods han- 
dled rather than by a decrease in 
volume of sales. In fact, if allow- 
ance is made for lower prices, and 
cotton, grain, and petroleum prod- 
ucts are not included, the indication 
is that the business of other whole- 
salers may actually have increased. 

If the services of the wholesaler 
were not essential and desirable, he 
would surely not have been able to 
win and maintain so important a 
position in the field of distribution. 
It is clear that some intermediary 
distributor is necessary between the 
small manufacturer and the small re- 
tail store. The wholesaler’s function 
is to buy and store goods, divide 
them into lots of suitable size, and 
deliver them to retailers. In many 
instances, the wholesaler extends 
credit to his retail customers. 

There is no doubt that the func- 
tions named are necessary. The 
question arises, however, as to who 


24 OPINION AND COMMENT 


can best perform them. Some “long 
line” manufacturers, with many dif- 
ferent products, have established 
their own warehouses and act as 
their own wholesalers. Some large 
retailers, on the other hand, estab- 
lish direct relationships with manu- 
facturers. They buy and store goods 
and make deliveries to their stores, 
or perhaps arrange with the manu- 
facturers. to store the goods bought 
and deliver them to the retail stores 
when requisitioned. Separate whole- 
sale houses are customarily operated 
by large department stores and gro- 
cery, drug, or hardware chains. 

In any case, the necessary whole- 
sale functions are being performed; 
the growth of integrated manufac- 
turers and retailers has not elim- 
inated them. The expenses incurred 
for operating warehouses, storing 
goods, accounting for stocks, and 
delivering assortments are wholesale 
expenses, whether they are borne by 
manufacturers, independent whole- 
salers, or retailers. 

As examples of the services ren- 
dered by wholesalers, the following 
two illustrations are given by an 
electrical jobber. A contractor on 
an army camp had 40 days in which 
to install a telephone system. It 
would have been very difficult, if 
not impossible, for him to contact 
all the manufacturers who make the 
varied types of equipment required 
to complete this contract, make the 
purchases, and have the goods de- 
livered in time to complete the con- 
tract on schedule. The contractor 
bought all the necessary equipment 
from a single wholesaler and was 
able to complete the installation in 
31 days. 


The manufacturer of a parking 
meter did not know how to market 
his product. He went to a whole- 
saler with his problem. The sales- 
men employed by this wholesaler 
were in constant contact with munic- 
ipalities, to which they sold lamps, 
traffic lights, police radios, etc. The 
salesmen explained the use of the 
parking meters to these customers 
and thus found a market for them. 

As has been pointed out, the data 
for 1929 and 1939 show that the 
wholesaler, instead of disappearing, 
is even strengthening his position, 
but on the average his sales are 
small. In 1939 only 2 per cent of all 
service wholesalers had sales of 
more than $1,000,000, although they 
accounted for 40 per cent of the 
total business. Sixty per cent of 
these wholesalers had sales of less 
than $100,000, and 10,000 of them 
sold less than $10,000 each. The 
average sales amounted to $232,000. 
It seems that the large-volume 
wholesaler is the exception. 

Most of the small-volume whole- 
salers handle so-called “short lines,” 
or specialties. These include perish- 
able or semi-perishable goods with a 
rapid stock turnover (e.g., fresh 
fruits and vegetables), supplies sold 
in small lots but needed on short 
notice for repair purposes (e.g., at- 
tomobile parts), and convenience 
goods sold to small retailers (e.g., 
candy sold to lunch stands). 

A change in the location of whole- 
sale establishments may have caused 
the increase in number and the de- 
crease in the average sales volume 
of wholesalers. At first the whole- 
sale houses were established at the 
Atlantic ports where goods from 
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Europe would enter the country, 
notably Boston, Baltimore, New 
York, and Philadelphia. Soon new 
centers were needed to supply the 
growing trade west of the Appala- 
chians; Chicago, Cincinnati, St. 
Louis, and New Orleans served 
these new customers. Smaller cities 
also became centers of wholesale 
trade. Kansas City began to chal- 
lenge St. Louis, and in turn was 
challenged by Denver, Topeka, and 
Wichita. Wholesale houses sprang 
up later in the small towns. 

This rise in importance of local 
wholesalers is easy to understand 
when we consider that the nearer 
the wholesaler is to his retail cus- 
tomers, the smaller are the stocks 
which they must have on hand, and 
the quicker can they receive needed 
goods from their supplier. 

Two examples will serve to illus- 
trate the growth of local wholesal- 
ing. In 1900, wholesale grocers were 
to be found in 25 Illinois towns; by 
1929, there were 76 towns in the 
State with such establishments. In 
the United States, there were 264 
towns which had electrical whole- 
salers in 1931, and 457 in 1943. 

In addition to the increase in the 
number of wholesalers and the de- 
velopment of local wholesaling in 
smaller cities and towns, another 
trend deserves mention. That is the 
evolution of new types of wholesale 
houses, which came as the natural 
result of changes in retail business. 
When department and chain stores 
began to sell far more cheaply than 
independent retailers, wholesalers 
had to reduce their prices to these 
retailers upon whom their own ex- 
istence depends. Some service whole- 


salers, whose largest expense is for 
selling, established “cash-carry or 
cash-delivery service or made an ad- 
ditional charge for delivery. Others, 
with the cooperation of retailer 
groups, set themselves up as volun- 
tary group wholesalers. Many ceased 
to handle lines which were unprofit- 
able or involved large expenses and 
became “short-line” houses. 

To illustrate, in 1840 a frontier 
store which had been established in 
the 1830’s on one of the smaller 
western rivers moved inland, to a 
growing town. At first it operated as 
a general store; later a wholesale 
department was added. Until the 
railroads were built in the 1850’s, all 
goods had to be brought in from the 
river in the summer when the roads 
were passable. Later the retail store 
was discontinued and the owners 
devoted their entire attention to op- 
erating a service wholesale grocery 
house, which served eight counties. 
With the rise of the chains, sales 
declined and a change had to be 
made. In 1923, a cash-carry depart- 
ment was opened by this wholesale 
grocer. In 1929, the entire business 
was changed to a cash-carry basis— 
a “change made in order to survive.” 
Since that time 17 branches have 
been opened in order to place the 
stocks within easy reach of retailers 
in as many counties. More recently 
a hotel and restaurant department 
has been established with its own 
streamlined delivery trucks. 

Another wholesaler decided that 
it would be as cheap to deliver to the 
retailers as to operate branch houses, 
and that it was better to have a man 
calling on the retailers than sitting 
in a small warehouse waiting for 
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the grocers to come in and buy. He 
therefore adopted the cash-delivery 
basis and has enjoyed a considerable 
increase in sales. 

In one of our large metropolitan 
areas 25 years ago a few large serv- 
ice wholesale grocers, who handled 
private brands, covered the entire 
area and adjoining states. They had 
expenses of 11 to 13 per cent of 
sales and gross margins of 12 to 15 
per cent. There were also a number 
of small-volume local wholesalers 
who covered only small portions of 
the area and handled quick-moving 
staples. Some of these had expenses 
as low as 5 per cent. A retailer could 
buy his staples from the small-vol- 
ume wholesalers and buy other goods 
from the large service wholesalers. 
This arrangement was not, however, 
entirely satisfactory to the retailers. 
To compete with the growing chains, 
the independent retailers needed a 
cheaper source of goods than the big 
wholesalers, and a more complete 
assortment of goods and better serv- 
ice than those offered by many of 
the small local wholesalers. 

A new operator entered the field 
in a small way but pushed his busi- 
ness aggressively and sold at attrac- 
tive prices—prices that helped the 
retailers. As a result, his business 
grew until it is reported to be by far 
the largest in the area. His method 
of operation may therefore be inter- 
esting. Since price competition is 
keen in the territory, this wholesaler 
gives his salesmen cost prices at his 
warehouse and lets them set their 
own selling prices, the margin being 
split between them on approximately 
a 50-50 basis. The average volume 
of sales for his 135 salesmen is said 
to be close to $150,000 per man (at 


prewar prices) per year. Sales are 
made within a radius of 125 miles 
but the bulk of the business is con- 
centrated within 35 miles. The 
wholesaler has a credit department 
but the salesmen make their own 
collections and stand a part of any 
bad-debt losses. Although the whole- 
saler has his own private brands 
these are relatively unimportant, 
most goods being sold under the 
manufacturers’ labels. 

The physical handling of the goods 
is done economically. Stock is turned 
18 times a year, and sales per square 
foot of space are high. Most of the 
heavy goods are stored on the first 
floor of the warehouse. Lighter 
goods are stored on the upper floors, 
with those selling fastest stacked 
around the chutes. Orders are called 
to the upper floors and the items 
sent down the chutes. Thus the men 
need to leave the chutes only to pick 
up slow-selling items. When the 
orders are assembled they are de- 
livered by hired truckmen. 

This wholesaler is located in an 
area of high wages and high de- 
livery costs but he says he operates 
profitably on a margin of some 8 
per cent, although he provides credit 
and delivery services. His econom- 
ical operation has enabled his busi- 
ness to grow and at the same time 
has helped the retailers whom he 
serves to meet chain competition. 

Some wholesalers came to realize 
that if the retailers would volun- 
tarily give them business, salesmen 
would not be needed. Since selling 
was their largest expense, to elim- 
inate it would enable them to make 
a substantial reduction in prices. 
Furthermore, if the retailers would 
pay their bills weekly, expenses 
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could be still further reduced. The 
first plan of this kind is said to have 
been started in 1916; the idea really 
caught hold in the middle 1920’s and 
grew rapidly during the 1930’s. In 
1939, the census report showed 703 
voluntary group wholesalers with 
aggregate annual sales of $754 mil- 
lions. Most of these, however, did 
not entirely dispense with salesmen. 
Many of the voluntary-group whole- 
salers operate both as regular serv- 
ice wholesalers, and as warehouses 
and service organizations for groups 
of retailers. Retail members of the 
group place larger orders than non- 
members. One study based on re- 
ports from 19 voluntary-group gro- 
cery wholesalers’ showed average 
orders of $108.35 from members and 
$7.04 from non-members. As the per- 
centage of sales to retailers in the 
group increases, the volume of sales 
per salesman increases and the per- 
centage of total expense decreases. 

In spite of this, voluntary-group 
wholesalers have higher average ex- 
penses than other service whole- 
salers. In the grocery trade, the 
expenses of voluntary-group whole- 
salers (1939) averaged 10.6 per cent, 
as compared with 9.6 per cent for 
other service wholesalers. This indi- 
cates that the sponsoring of a group 
increases expenses.” The wholesale 
sponsor renders to retailers in the 


1U. S. Department of Commerce, 
Econ. Series No. 14, Effective Grocery 
Wholesaling, by Wm. H. Meserole and 
Chas. H. Levin. 

*Another possibility is that many of 
the wholesalers who sponsor volun- 
tary groups are old houses with high 
expenses. Since they find it hard to 
meet competition, they have promoted 
voluntaries as a method of surviving. 


group many services not ordinarily 
provided by wholesalers. In many 
cases he helps the retailers with their 
advertising by supplying copy and 
placing it in the papers. He may 
help the retailer with the selection 
of a location and the arrangement 
and display of his stock. He may 
also provide supervisors to help the 
retailers with their problems, espe- 
cially in the selection and display of 
goods. Most of the uoluntary whole- 
_salers are _found_ in. the grocery 
trade _but_some handle hardware, 
drugs, and variety goods.. 

Still other types of wholesale 
houses have been established. It was 
thought by some that if the retailers 
owned the warehouses, they would 
be sure of fair treatment and honest 
prices and would give all of their 
business to their own houses without 
the need of salesmen. Some retailer- 
owned houses were started as far 
back as the 1880’s. In some instances 
an individual tried to establish such 
a house more or less as a philan- 
thropic venture. If he was not able 
to sell the majority of the stock to 
the retailers, he would have to man- 
age the house with the help of the 
retailers. There have been several 
such houses in the grocery, drug, 
and hardware trades. They seem to 
have declined somewhat in impor- 
tance in recent years, whereas there 
has been a growth in fully owned 
retail warehouses. 

Retailer-owned wholesale houses 
have been very successful in lower- 
ing the costs of goods to member 
retailers in some trades. In the gro- 
cery trade their average expenses 
were 5.2 per cent in 1939, the same 
as the average expenses of the cash- 
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carry wholesalers. The typical re- 
tailer-owned house receives orders 
by telephone and by mail, extends 
credit for a short period, and gives 
a limited free-delivery service. Some, 
however, make an additional charge 
for delivery and some operate on a 
full service basis. 

One very successful full-line co- 
operative grocery house with ex- 
penses of less than 4 per cent ex- 
tends weekly credit and makes one 
delivery a week to its customers. Its 
expense percentage is as low as that 
of the typical chain-store warehouse, 
and is more than 1 percentage point 
lower than the average for houses 
of its type. If this wholesaler buys 
on the same basis as the chain store, 
as his size should enable him to do, 
he can supply goods to the cooper- 
ating retail members just as cheaply 
as the chain can deliver goods to its 
retail stores. Other factors in keep- 
ing down operating expense are per- 
sonnel relations and labor-saving de- 
vices. This company has a large 
modern warehouse, in which many 
articles are stored on skids; a tier- 
ing machine is used in stacking 
others. Order assemblers are paid 
on a piece basis. However, the most 
interesting fact about this business 
is the high morale that pervades the 
business from the president down. 
In the warehouse, for example, the 
volume of goods handled per man 
has almost quadrupled during the 
past fifteen years, in spite of a 
reduction of 10 per cent in working 
hours. The men are paid consider- 
ably more than the prevailing rate in 
the city. This policy enables the 
company to get better than average 
men. The system of organizing the 


work is improved when new methods 
are discovered, piece rates are paid 
wherever practicable, better physical 
equipment is bought when available, 
but the morale among the men is the 
most important factor. The foreman 
works with and for his men. He 
says: “If we work out a way of 
saving a dollar, the men should have 
half of it.” 

In view of the fact that chain- 
store warehouses, cash-carry, and re- 
tailer-owned wholesalers have taken 
over much of the business in staple 
groceries, other wholesalers may 
find it to their advantage to cater 
to institutions, hotels, restaurants, 
clubs, drug store luncheonettes, or 
ships. In many instances, restaurant 
and institution buyers do not want 
to buy from cash-carry wholesalers. 
They want delivery service and 
credit and they are likely to buy a 
relatively large proportion of per- 
ishable goods. The wholesaler who 
adapts his services to their needs 
may find room for a profitable busi- 
ness. 

World War II is bringing many 
changes. Shortages of goods, in- 
creased wages, and higher rates of 
labor turnover are focusing atten- 
tion on the value of customers and 
the expense of serving them, par- 
ticularly those whose orders are 
small but include a number of items. 
The assembling and the invoicing of 
such orders are relatively expensive. 

One wholesaler proposes to refuse 
to break packages of goods that sell 
rapidly, and to make up standard 
assortments of small items that have 
a slow rate of turnover. In buying 
the latter the retailer would order 
an assortment rather than a number 


of these small articles. This assort- 
ment would be handled as one item 
in assembling the order and in in- 
voicing. Another proposal is to stop 
selling to retailers who buy so little 
that their business is not profitable 
to the wholesaler. Still another pro- 
posal is to sell only to retailers who 
are owned or whose buying is con- 
trolled by the wholesaler. 

As one wholesaler expresses it, the 
buying and selling functions must be 
eliminated between the wholesaler 
and the retailer. The chain grocery 
store does this. The operating of a 
wholesale house by the retailers 
largely does the same thing. In 
theory the voluntary chain elim- 
inates all or most of these functions, 
but in practice these functions often 
remain. 

Private Brands 


Many wholesalers have their own 
private brands. This is especially 
true in the drug, grocery, and hard- 
ware trades. Competition is often so 
keen on manufacturers’ nationally 
advertised brands that neither whole- 
saler nor retailer is able to make 
satisfactory markups on them. This 
is especially true of dealers whose 
operating expenses are high, par- 
ticularly service wholesalers and re- 
tailers. Cash-and-carry and retailer- 
owned wholesale houses often do a 
large volume of business in national 
brands which need no pushing, al- 
though many of these houses also 
have their own brands. Service 
wholesalers often feel that they must 
promote their own brands in order 
to make a profit for themselves and 
also for the retailers whom they sup- 
ply. Goods for such brands can 
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usually be bought at lower prices 
than goods under nationally adver- 
tised brands. The wholesaler usually 
sells such brands at lower prices 
than competing national brands and 
also realizes a higher markup on 
them than he does on _ national 
brands. The same applies to the re- 
tailer. He can usually buy private 
brands more cheaply than national 
brands, and in the majority of cases 
he can sell them at the same or 
lower prices and also realize higher 
gross margins. Wholesalers and re- 
tailers have essentially the same 
problem. Each must decide whether 
he can give his customers as good 
or better products under private than 
under national brands and whether 
he can at the same time make higher 
net profits for himself. [f the an- 
swer to these questions is “no,” he 
had better handle the manufacturers’ 
advertised brands and leave private 
brands alone. 

Private brands, although. most 
common in drugs, groceries, and 
hardware, are widely used in other 
lines. It is said that all staple gro- 
cery articles except soap, soup, and 
salt are widely sold under private 
brands; and private brands are by 
no means unknown on these items. 
One old-line service wholesale gro- 
cer says that 90 per cent of his sales 
are on goods under his private 
brands. This unusually high percent- 
age serves to indicate the possibili- 
ties. Many of the best known and 
most widely advertised drug and 
cosmetic lines are those of distribu- 
tors, not manufacturers. These dis- 
tributors are actually wholesalers, 
although they are not generally 
recognized as such. In addition, 
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many articles are sold in retail drug 
stores under the brands of orthodox 
wholesalers. 


Selective Selling 


One of the main problems of the 
wholesaler arises from the large 
number of small orders received 
from the retailers. In one trade, a 
large proportion of orders received 
are for less than $5, and many for 
less than $2. Such small orders come 
from very small retailers and from 
larger retailers who divide their 
business among a number of whole- 
salers. Small orders include many 
sales of less-than-case lots. Break- 
ing cases adds to the wholesaler’s 
expense. The selling, assembling, 
packing, shipping, billing, and col- 
lecting for small orders involves 
extra expense and most of the very 
small orders are therefore handled 
at a loss. As a result, some whole- 
salers refuse to sell to retailers 
whose orders are not large enough 
to be profitable and who show no 
signs of growing. The dropping of 
these small customers usually in- 
creases profits, although in many 
cases the volume of sales declines. 
By concentrating on the profitable 
customers, salesmen may be able to 
secure a larger proportion of their 
business and so increase sales vol- 
ume. However, the wholesaler who 
drops a large number of his smaller 
customers must be prepared for a 
drop in sales volume, at least tem- 
porarily. 

Nevertheless, small retailers must 
have a source of goods. If several 
wholesalers drop the small stores, it 
may be profitable for some whole- 
saler to go after their business. To 


illustrate, one wholesaler, instead of 
lowering his prices to get business 
from the large stores, elected to sell 
to small neighborhood stores, lunch 
rooms, and the like. His operations 
are organized to handle this type of 
customer. His territory is limited to 
a radius of 25 miles to hold down 
delivery expense, and a simplified 
accounting system is used. He car- 
ries a full stock—over 6,000 items— 
and his annual volume of business 
exceeds $2,500,000, at a net profit of 
some 1.5 per cent.’ 


Location 


Aside from securing a central lo- 
cation in his territory the whole- 
saler has the problem of choosing a 
place of business within his town or 
city. Some cities have somewhat 
well-defined wholesale sections. If 
customers visit a wholesaler to pick 
up their own goods or to look over 
samples and make purchases, it may 
be desirable for him to be located in 
a wholesale section. For example, a 
cash-carry grocer may find it desir- 
able to be close to the produce mar- 
ket where the grocers come for their 
fruit and vegetables. On the other 
hand, if sales are secured by sales- 
men, by mail, or by telephone, the 
exact location in the territory may 
be unimportant so long as adequate 
rail and highway facilities are avail- 
able for the receipt and shipment of 
goods. 

Some warehouses are located at 
the edge of town where land is rela- 
tively cheap and a one-story building 
can be secured. In such a building, 
goods may be received on one side 


*Meserole and Levin, op. cit. 
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and handled through the warehouse 
on skids; orders may be assembled 
by pickers, with carts or wagons 
pulled by endless belts or propelled 
by batteries, and loaded into out- 
going trucks on the other side. This 
is said to be the cheapest type of 
warehouse to operate, at least for 
groceries. However, most whole- 
salers and many chain stores have 
been prevented from securing such 
warehouse locations by investments 
in multistoried buildings in older 
sections of their cities. 

Mr. W. H. Meserole, of the United 
States Department of Commerce, 
suggests a new type of multistory 
wholesale house. He borrows the 
idea of sloping floors from multi- 
story garages, and suggests that 
goods be taken up to the various 
levels by elevator and stacked in an 
assembly line on the sloping floors. 
Order pickers would begin at the 
top and fill their trucks on the way 
down. Gravity would supply the 
power for order assembly. 


Confined Lines 


The manufacturer often complains 
that the wholesaler does not push 
his goods—that he does not turn in 
enough sales. The dry goods-whole- 
saler, on his part; complains that the 
manufacturer often sells to chains 
and large department stores as 
cheaply as to him. He says that often 
after large orders which he has 
placed with the manufacturer have 
been filled, the manufacturer pro- 
ceeds to sell to the chains at lower 
prices in order to keep his machines 
running at the end of the season. 
This practice makes it very difficult 


for the retailers who buy from the 
wholesalers to meet the chain prices. 

An arrangement that helps both 
wholesalers and retailers in many 
cases is that of confined lines. The 
manufacturer restricts his branded 
line to only one house in each whole- 
sale center. This wholesaler is thus 
protected in much of his territory, 
although part of it may overlap the 
territories of wholesalers located 
in other centers who handle the same 
line. The wholesaler knows that 
chains and department stores are not 
going to undersell the retailers, for 
they do not have the same line. He 
therefore feels that it is worth while 
to push the product. In many in- 
stances the wholesalers promote the 
product and greatly increase its 
sales; the arrangement thus proves 
satisfactory to manufacturers, whole- 
salers, and retailers. Confined lines 
or exclusive agencies appear to be 
common in the dry goods, apparel, 
and household appliance trades. 


Continuity of Management 


The typical successful wholesaler 
is an industrious and able man who 
builds a business by years of hard 
work and good management. As he 
gets older, “he eases up—a- hittle; 
either because of age or from a 
desire to enjoy some of the fruits 
of his labors. Wholesaling is so 
highly competitive that before long 
the business begins to slip. At first 
the decline may be so small that it 
goes unnoticed or is blamed on poor 
business conditions. Expenses rise a 
little, some customers are lost, and 
the expense percentage goes up a 
little more. This makes it harder to 
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meet competitors’ prices. Finally, the 
founder of the business retires or 
dies. The big question is: has he 
trained anyone to carry on? 

He may have a son or sons who 
are competent to meet the ever- 
changing conditions and to carry on 
and even expand the business. If 
not, there is less likely to be a hired 
manager who is capable of carrying 
on the business than in the case of 
a retail concern. Two reasons may 
account for this. First, many whole- 
sale houses are so small that they 
do not have sufficient margins to 
hire high-grade managers. Second, 
trained managers do not seem to be 
available in the wholesale field to 
the same extent that they are in the 
retail field. When one looks at the 
literature, he finds scores of books 
on retailing —books dealing with 
large stores, small stores, buying, 
store buildings and layout, display, 
advertising, accounting, personnel 
management, credits, and salesman- 
ship—but very few books on whole- 
saling. School and university train- 
ing is largely centered on retailing 


rather than wholesaling. Again, many 
men who expect to enter retailing 
obtain jobs with chain stores and 
work for a few years to learn the 
approved or latest methods of mer- 
chandising. There seems to be no 
similar opportunity to learn the 
wholesale business. 

Furthermore, wholesalers have 
less good will to carry them over 
periods of poor management than 
do retailers, such as department 
stores. If the wholesaler has been 
handling his own brands he may 
have established enough good will 
to carry the business for a time, 
but if he has been selling manu- 
facturers’ brands he may have rela- 
tively little good will. 

Thus when a wholesaler retires, 
too often the business begins to de- 
cline and eventually passes into 
liquidation unless a buyer with 
enough ability to operate it is found, 
or unless the business can be merged 
with another house. Individual 
wholesale houses come and go, but 
wholesaling goes on. “The king is 
dead. Long live the king!” 


Individual Savings.—Individuals in this country will save about $36,- 
000,000,000 during the current year, according to recent studies of the De- 
partment of Commerce and the Securities and Exchange Commission. This 
sum, added to savings of $27,000,000,000 in 1942 and $13,600,000,000 in 1941, 
will make an aggregate of more than $75,000,000,000 for the three-year 
period. The magnitude of these totals will be appreciated when it is realized 
that prior to 1941 individual savings never exceeded $10,000,000,000 in any 
one year. In the past three years individuals have saved an amount almost 
equal to the total national income in the boom year 1929. Savings at the 
greatest rate in history represent a major phenomenon which has several im- 
plications for our war economy and the postwar years. 
—From an editorial in the New York Times, October 10, 1943 
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has been said and written about 

the alleged discrimination 
against the South and the West in 
the freight-rate structure. The 
charge of discrimination is made 
particularly in connection with the 
rates on manufactured articles. The 
higher rates within the South and the 
West, and between those areas and 
the East, are alleged to favor East- 
ern manufacturing interests and to 
place Southern and Western manu- 
facturers at a disadvantage. The 
rate relationships are said to be an 
important factor in explaining the 
comparative lack of industrial de- 
velopment in the South and the 
West. Southern and Western inter- 
ests have been pressing vigorously 
in recent years for equalization of 
the rate levels. The fight has been 
carried to the Interstate Commerce 
Commission, and also into the halls 
of Congress. 

Because of the complexities of the 
freight-rate structure, it is ex- 
tremely difficult to get an over-all 
picture of the extent of differences 
in rate levels in the different parts 
of the country. Individual rates can 
be quoted to prove almost anything 
about rate relationships, and, from 
these, unwarranted generalizations 


[ the last few years a great deal 


*In 1942 and 1943 the writer super- 
vised a study of interterritorial 
freight rates for the Board of Investi- 
gation and Research, Transportation 
Act of 1940. 


are frequently drawn. It is the pur- 
pose of this article to acquaint the 
reader with the nature of the inter- 
territorial freight rate problem, to 
show in a general way the extent of 
differences in rate levels and their 
probable effects, and to consider the 
possibility of bringing about a re- 
duction or elimination of existing 
differences. 

At the outset it is necessary to 
distinguish between “class rates” 
and “commodity rates.’’ Class rates 
are the rates which apply to a 
limited number of “classes” of 
freight into which articles are 
grouped by the freight classifica- 
tions, or by “classification excep- 
tions.” There are three major rail- 
road freight classifications in effect 
in the United States. These are the 
Official, the Southern, and the West- 
ern classifications, each applicable in 
a different part of the country. Com- 
modity rates are rates published on 
specific commodities directly instead 
of through the medium of a freight 
classification. Commodity rates are 
generally lower than the class rates 
on the same article. It has been esti- 
mated that approximately 85 per 
cent of the carload traffic of the 
country moves on commodity rates 
instead of on class rates. Of the 
less-carload traffic approximately 21 
per cent is estimated to move on 
commodity rates. Most of the con- 
troversy over interterritorial rates 
has centered about the class rates. 
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Many commodity rates, however, 
are also on different levels in dif- 
ferent parts of the country, and give 
rise to the same problems. 


Freight Rate Territories 


Five major rate territories in the 
United States are recognized. These 
are known as Eastern or Official 
Territory, Southern Territory, 
Western Trunk-Line Territory, 
Southwestern Territory, and Moun- 
tain-Pacific Territory. Eastern or 
Official Territory comprises roughly 
the area north of the Ohio River 
and east of the Mississippi River 
from Dubuque to Cairo. It also in- 
cludes a small portion of southern 
and eastern Wisconsin. On the east 
it also includes West Virginia and 
nearly all of Virginia. Southern 
Territory is the area south of Of- 
ficial Territory and east of the Mis- 
sissippi River. Western Trunk-Line 
Territory lies west of Official Ter- 
ritory. It comprises the States of 
Minnesota, Iowa, North Dakota, 
South Dakota, Nebraska, Kansas, 
Wyoming, Colorado, and portions of 
Montana, Utah, Missouri, and Wis- 
consin, as well as the upper penin- 
sula of Michigan. Southwestern 
Territory is south of Western 
Trunk-Line Territory and west of 
the Mississippi River and extends 
generally to the Rocky Mountains. 
It comprises Arkansas, Oklahoma, 
Texas, Louisiana west of the Mis- 
sissippi River, a small portion of 
southern Missouri, and part of New 
Mexico. Mountain-Pacific Territory 
‘is the area west of Western Trunk- 
Line and Southwestern territories. It 
comprises the Pacific Coast States, 
together with Idaho, Nevada, Ari- 


zona, and parts of Montana, Utah, 
and New Mexico. 

Within each of the five rate ter- 
ritories a separate structure of class 
rates has developed. The structures 
differ from one another in one or 
more of the following features: the 
number of regular or “normal” 
classes of freight; the percentage 
relations of the rates on these 
classes to the first-class rates; the 
levels of the basic first-class rate 
scales; and the rates of progression 
of the scales as lengths of hauls in- 
crease. Although the five class-rate 
structures have been largely pre- 
scribed by the Interstate Commerce 
Commission the differences between 
them antedate the prescription of 
the rates by the Commission. 

The existence of the regional rate 
structures is to be explained, in part, 
in terms of the historical develop- 
ment of the railroads. Compara- 
tively few railroads cross the 
boundaries between the three major 
classification territories. Within each 
territory, however, a network of 
lines exists which makes coopera- 
tion among the railroads in the 
construction of classifications and 
rates almost a necessity. The de- 
velopment of the classifications and 
rate structures therefore took place 
on a regional basis, with the rail- 
roads which serve a given region 
working out a rate structure more 
or less independently of the rail- 
roads in the other territories. The 
rate structures reflect to some ex- 
tent the differences in the economy 
of the different territories, and the 
dominant producing interests of 
those areas. 
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The principal complaint against 
the present class-rate structure is 
that the interterritorial rates from 
the South to Official Territory, and 
from the West to Official Territory, 
are on a higher mile-for-mile basis 
than prevails in Eastern or Official 
Territory. Such rates tend to place 
present and potential manufacturers 
in Southern and Western territories 
at a disadvantage when selling 
goods in Official Territory in com- 
petition with manufacturers located 
in Eastern Territory. The high in- 
terterritorial rates are, of course, a 
logical consequence of higher intra- 
territorial rates in the South and 
West. Any examination of the prob- 
lem, therefore, must begin with an 
investigation of the differences in 
the levels of intraterritorial class 
rates. 


Comparative Rate Levels 


Within each territory the class rates 
are based very largely on distance 
scales of first-class rates, with the 
rates on the lower classes bearing 
a definite percentage relation to the 
first-class rates. The relationship of 
the first-class rates in one territory 
to those in another varies somewhat 
at different distances, but on the 
average the relationships may be 
expressed as follows, if the Official 
Territory level is taken as 100. 


Eastern or Official. .:.. 2: 100 
Southenin santero tse ete 139 
Western Trunk-Line: 
LOWE letra rae see elae eta ene 128 
TAS NA SORA OO a 146 
ONCOL emcee si sein iciese 161 
FE GS es AUP ARCO 184 
Southwestertiss ates cess) 161 


Mountain-Pacific.:.......< 166 


Although the above relationships 
are those of the first-class rates they 
also express the relationships of the 
rates on articles that are not rated 
first class, if they are rated the same 
in percentage of first class. Second 
class is uniformly 85 per cent of 
first class in all territories. If an 
article were rated second class in 
all territories the average relation- 
ship of the rates would be the same 
as the average relationship of first- 
class rates. If articles were rated 
differently, in percentage of first 
class, in two territories the series 
of relatives shown above would not 
measure the relationship in rates. 
Thus, if an article were rated first 
class in the Official Classification 
and second class in the Southern 
Classification the Southern level 
would still be higher than the Official 
Territory level, but not 39 per cent 
higher. If an article were rated 
first class in the Official Classifica- 
tion and third class in the Southern, 
the rate levels would be very nearly 
the same, and the lower rating in 
Southern Territory would have off- 
set the higher level of first-class 
rates in the South. On the other 
hand, if an article were rated second 
class in Official Territory and first 
class in Southern Territory, the 
Southern level of rates would be 
more than 39 per cent higher than 
the Official Territory level. In recent 
years the ratings on numerous arti- 
cles in the South have been made 
lower than in Official Territory in 
order to offset, in whole or in part, 
the higher level of first-class rates 
in the South. There are other arti- 
cles, however, on which the South- 
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ern ratings are higher than the 
Official Classification ratings. 

Although there are many ratings 
which are not uniform in all classi- 
fications, the average relationship to 
first class of all ratings is nearly the 
same in all territories. So far as the 
freight classifications proper are 
concerned, therefore, the average 
relation of the first-class rates repre- 
sents the average relation of the 
rates on class traffic, even though 
the relationships of the rates on in- 
dividual articles may be very differ- 
ent as a result of differences in clas- 
sification ratings. 

The situation as outlined above, 
however, does not give a true pic- 
ture of the differences in class-rate 
levels because of the practice of 
publishing “exceptions to the classi- 
fication,’ some of which have 
general application, or nearly so, 
throughout an entire rate territory. 
So important have the classification 
exceptions become that it is some- 
times said that the exceptions are 
the classification. Naturally, the 
lower exceptions ratings are estab- 
lished on the more important items 
of traffic. It has been estimated that 
in Official Territory nearly 18 per 
cent of the carload traffic moves on 
classification exceptions ratings, and 
only about 6 per cent on the regular 
classification ratings. The estimate 
is that in Southern Territory about 
6 per cent of the carload traffic 
moves on exceptions ratings and 
about 2 per cent on the regular clas- 
sification ratings. 

If the ratings provided by excep- 
tions to the classification are brought 
into the picture, the average levels 
of the class rates are changed some- 


what, and the differences in levels 
in the various territories are re- 
duced, although not greatly. The fol- 
lowing series of relatives shows the 
average relationships of class rates, 
after taking into consideration dif- 
ferences in ratings provided by the 
classifications or exceptions thereto. 


@fticialls) AVS ea ate 100 
Sothern secede 133 
Western Trunk-Line: 
Zones Lach sae oeeee ae 127 
ZO Ney Leni keen eses sectees 145 
LOues il ny eer eee 160 
ZONCHUN Ss, - ete oy croktews Wormers 183 
Southwesterinc ie ccc 153 


Motintain-kaciic eerie 


These comparisons do not take into 
consideration the fact that some of 
the articles included in the compari- 
sons may move on commodity rates 
in one territory and not in another, 
or may move on commodity rates, 
rather than on class rates, in all 
the territories. The comparison is 
strictly of class rates. 

If the rate levels on various com- 
modities which move wholly or 
partly on commodity rates in the 
various territories are compared, it 
will be found that on many of these 
the rate levels are higher in the 
South and the West than in the 
East.” Usually, however, the differ- 
ences in the levels of these rates are 
less than the differences in the levels 
of first-class rates, and on some 
commodities the levels are lower in 


*Mountain-Pacific Territory cannot be 
included in this analysis because of the 
limited application of classification ex- 
ceptions in this territory, or their lack 
of uniformity. 


On some commodities which move on 


commodity rates there are different 
levels within a rate territory. 
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the South than in Eastern Territory. 
This is true, for instance, of the 
rates on brick, fertilizer, lumber, 
and also on sand, gravel, and 
crushed stone. On certain other com- 
modities the Southern and the Of- 
ficial Territory levels are approxi- 
mately the same. This is true of the 
rates on coke and sugar. On some 
commodities the commodity-rate 
levels in Western Trunk-Line or 
Southwestern territories are as low 
as the Official Territory level, or 
lower. 

The fact that the South and the 
West have low levels of commodity 
rates on some commodities has led 
to the fear that equalization of the 
class-rate levels would lead to 
higher commodity rates in those 
areas, and that it would therefore 
deprive the South and the West of 
such rate advantages as they now 
possess. This situation has divided 
the South into two hostile factions 
on the freight-rate issue. 


Interterritorial Rate Structures 


Keeping in mind the fact that 
there are substantial differences in 
the levels of the class rates and of 
many commodity rates in the dif- 
ferent rate territories, we may now 
turn to a consideration of the man- 
ner in which the rates from one ter- 
ritory to another are constructed. 
Prior to the revisions of class rates 
in the period between 1928 and 1937, 
many of the interterritorial class 
rates were constructed on the basis 
of the combination of the rate to 
a border point and the rate from 
the border point to final destina- 
tion. When rates are constructed on 
a combination basis they are almost 


always higher than they would be 
if the highest intraterritorial level 
of rates for the whole distance were 
applied. This result arises from the 
fact that when rates are based on 
distance scales, they do not increase 
proportionately with distance. The 
rates per mile are usually less for 
long hauls than for shorter ones. 
It follows that the rate for a dis- 
tance of 800 miles, for instance, 
under any well-constructed scale will 
be considerably less than the sum 
of the rates for two hauls of 400 
miles each. The extremely high in- 
terterritorial rates that would have 
resulted from applying the combina- 
tion of local rates to and from 
border points were sometimes modi- 
fied by making the rates combina- 
tions of “proportional” rates to and 
beyond the border point, a propor- 
tional rate being a rate between two 
points which is lower than the local 
rate and applies only on traffic 
which originated at or is destined 
to some point beyond. Even combi- 
nations of “proportional” rates, 
however, made interterritorial rates 
relatively high. 

High interterritorial rates seem, 
on a priori grounds, to have at least 
three effects. First, they place pro- 
ducers in the higher-rated territory 
at a disadvantage when shipping 
into a lower-rated territory in com- 
petition with shippers located in the 
latter. Second, such rates place man- 
ufacturers and dealers in the higher- 
rated territory at a disadvantage if 
they draw raw materials from the 
lower-rated territory, since the man- 
ufacturing costs of the former are 
increased as compared with those of 
manufacturers situated in the lower- 
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rated territory. In the third place, 
by making it difficult to ship from 
the lower-rated to the higher-rated 
territory, some “protection” is af- 
forded manufacturers in the higher- 
rated areas from an influx of goods 
produced in the lower-rated areas. 
The last result seems to have oc- 
curred at times as a result of the 
high interterritorial rates from the 
North to the South. Various South- 
ern producers have sometimes op- 
posed lower interterritorial rates 
from the North to the South for 
fear of increased competition in 
Southern markets from Northern 
goods. At present, however, the 
principal Southern complaint against 
the rate structure is that it places 
Southern manufacturers at a dis- 
advantage when trying to compete 
with Eastern manufacturers in Of- 
ficial Territory markets. 

All three results of high interter- 
ritorial rates as pointed out above 
make it clear that the rates have, to 
some extent, constituted a “trade 
barrier,” or an interference with a 
normal flow of traffic between the 
different parts of the country. 

The result of the revisions of 
class rates in the past few years by 
the Interstate Commerce Commis- 
sion has been to substitute through 
single-factor interterritorial class 
rates for rates constructed on a com- 
bination basis. The manner in which 
these rates are constructed, how- 
ever, is such that, although they 
represent a blend of the levels in 
the origin and destination terri- 
tories, they are often much closer to 
the level of the rates in the territory 
which has the higher rate level. This 
is often true even when a large pro- 


portion of the haul takes place in 
the territory which has the lower 
level of rates. The present interter- 
ritorial rates, therefore, to some ex- 
tent are open to the same charge 
that was made against interterri- 
torial rates constructed on a combi- 
nation basis, namely, that they 
constitute a “trade barrier” to the 
internal commerce of the country. 
The construction of interterri- 
torial rates raises two problems: 
first, the relation of the interterri- 
torial rates to the levels in the 
origin and destination territories; 
and, second, the propriety of the 
regional levels themselves. It has 
been previously shown that the 
present interterritorial class rates do 
not, in many instances, represent a 
proper blend of the levels in the 
origin and destination territories, 
but tend to be much closer to the 
level in the higher-rated territory 
even when a large portion of the 
haul takes place in the territory with 
the lower level of rates. There re- 
mains for consideration the question 
as to whether or not the differences 
in levels of class rates in the dif- 
ferent territories are justified. 


Are Present Differences in Rate 
Levels Justified? 


The lighter traffic density in the 
South and in the West as compared 
with the East has been pointed out 
as justifying the higher class-rate 
levels. The lower traffic density is 
presumed to make transportation 
costs somewhat higher than the costs 
in Official Territory. Cost studies 
made by the Bureau of Statistics of 
the Interstate Commerce Commis- 
sion in 1930 and in 1938, however, 
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indicate that the differences in 
transportation costs in the different 
territories were not great, and that 
costs in the South compared very 
favorably with those in Eastern Ter- 
ritory. The most recent and elabo- 
rate attempt to determine regional 
differences in cost was made by Dr. 
Edwards of the Bureau of Trans- 
port Economics and Statistics of the 
Interstate Commerce Commission in 
connection with the Class Rate In- 
vestigation now before the Commis- 
sion. Computations were made by 
various methods, for different kinds 
of traffic, for varying loads per car, 
and for various lengths of haul, and, 
as might be expected, with some- 
what different results. The general 
conclusion drawn from the studies 
by Dr. Edwards is that Southern 
costs are not greater than costs in 
Eastern Territory, but are about 2 
per cent lower if the Pocahontas 
roads are excluded as a special case. 
Western Territory costs, however, 
are about 9 per cent higher than 
Eastern Territory costs. These dif- 
ferences contrast markedly with the 
greater differences in the levels of 
class rates. The cost study also re- 
veals that there are greater differ- 
ences in costs within each of the ter- 
ritories than between the territories. 
The differences within the rate ter- 
ritories are largely ignored in mak- 
ing class rates. 

Defense of the higher levels of 
class rates in the South and the 
West has not rested wholly on al- 
leged differences in transportation 
costs. Differences in the composition 
of traffic, that is, differences in the 
proportions of high-grade and low- 


grade traffic, are alleged by the de- 
fenders of the present rate dif- 
ferences to justify or require higher 
class rates in the South and the 
West. Differences in traffic density 
are also said to make it necessary 
for Southern and Western railroads 
to exploit the possibility of high 
rates on high-grade traffic to a 
greater extent than is necessary in 
the East. 

Investigation shows that there 
are some territorial differences both 
in composition of traffic and in traf- 
fic density. These differences, how- 
ever, have frequently been exag- 
gerated. The regional differences, 
furthermore, are much less than 
differences in different parts of a 
given rate territory, and very much 
less than the differences found on 
different railroads. Differences with- 
in rate territories have not pre- 
vented the establishment of uniform 
classifications which apply- over 
large areas, or uniformity in class- 
rate levels over considerable areas. 

Although there may be justifica- 
tion for some regional differences 
in class-rate levels as a result of 
differences in transportation costs, 
or in the composition of traffic, or 
in the degree to which the railroad 
plant is utilized, it is difficult to see 
how these differences require or 
justify the present differences in 
class-rate levels. The extent to 
which differences may be required, 
however, or the extent to which 
uniformity in class-rate levels would 
be feasible, is a matter which should 
be left to the determination of the 
Interstate Commerce Commission in 
proper proceedings. 
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Economic Effects of the Present 
Rate Structure 


Southern and Western interests 
which are seeking uniformity in rate 
levels believe that the existing dif- 
ferences in class-rate levels, to- 
gether with the levels of interterri- 
torial class rates, constitute a serious 
handicap to the development of 
manufacturing in the South and the 
West. It seems reasonable to believe 
that these rates have had some effect 
of this nature, since they clearly 
place Western and Southern manu- 
facturers at a disadvantage when 
they attempt to sell goods in Official 
Territory, the largest consuming 
market. On the other hand, there 
are many reasons, economic and 
historical, which explain the greater 
industrialization of the East, and it 
is likely that many of these factors 
will continue to operate in the 
future. It must also be recognized 
that relatively high interterritorial 
rates from the East into the South 
and the West have sometimes oper- 
ated to protect local industries in 
the South and the West from the 
competition of Eastern manufac- 
turers. It is probably impossible to 
determine the extent to which dif- 
ferences in industrial development 
in the different rate territories have 
been brought about by differences in 
freight-rate levels. It seems prob- 
able, however, that the rate struc- 
tures have tended to perpetuate his- 
torical differences in the economic 
activities of the different territories. 

In reply to the contention that the 
South and the West have been ad- 
versely affected by the existing rate 
structure, the railroads point out 
that on many articles produced in 


the South and the West they have 
granted rates as low as, or lower 
than, apply in Official Territory. 
They sometimes go so far as to 
maintain that on the articles that 
actually move in the South and in 
the West in substantial volume the 
rates are as favorable as in Official 
Territory. To the extent that this 
is true the disadvantage suffered by 
the South and the West is less than 
appears from a comparison of rates 
on all articles, or of the levels 
of first-class rates. New industries, 
nevertheless, may .be faced with se- 
rious rate disadvantages growing 
out of the class-rate structure. The 
fact that the carriers have been 
willing to equalize rate levels on 
some commodities that are produced 
in the South and the West suggests 
that if the carriers can equalize 
rates on articles which move in sub- 
stantial volume they can equalize 
rates on those which do not now 
move, or which move in small vol- 
ume. If the high rates have pre- 
vented the movement of these 
commodities by discouraging the 
manufacture of them in the South 
and the West, the railroads might 
benefit by a reduction of the rates. 
On the other hand, the maintenance 
of high rates in the South and the 
West on traffic that is of little im- 
portance in those areas cannot con- 
tribute much to the revenues of the 
carriers. 


A National vs. a Sectional Outlook 


If the interterritorial rate problem 
is considered from a truly national 
viewpoint, and not from the point 
of view of particular sectional in- 
terests, it seems clear that the class- 
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rate levels should be as _ nearly 
uniform throughout the United 
States as differences in transporta- 
tion costs and the revenue needs of 
the carriers will permit. Many of 
the commodity-rate structures, also, 
should be re-examined for the pur- 
pose of determining the propriety 
of existing regional differences in 
their levels. The removal of existing 
differences in rate levels, except to 
the extent that such differences are 
justified by differences in transpor- 
tation costs and the revenue needs 
of the carriers, would facilitate a 
sounder regional specialization in 
the United States. The rate struc- 
ture should place no obstacles in the 
way of locating industries where 
production costs, including trans- 
portation costs, are lowest. A rate 
structure that is adjusted to relative 
transportation costs would permit 
each part of the country to develop 
according to its natural advan- 
tages. 

There has been much debate con- 
cerning the wisdom of any legisla- 
tive action toward the equalization 
of class-rate levels. The principal 
argument for legislative action is 
that under the present law there is 
some question concerning the power 
of the Interstate Commerce Com- 
mission to undertake, without a 
legislative mandate, a comprehen- 
sive reform of the rate structure of 
the nature sought. This is because 
the case for a national rate struc- 
ture, as nearly uniform as condi- 
tions will permit, rests on broad eco- 
nomic considerations, such as the 
belief that a greater degree of uni- 
formity would contribute to a 
sounder economic development of 


the country. It is questionable 
whether the Interstate Commerce 
Commission could reform the rate 
structure for the purpose of attain- 
ing broad economic and social ends 
without a Congressional declaration 
of the policy which Congress wished 
it to observe. A declaration of policy 
on the part of Congress, and a di- 
rective to the Commission to bring 
about uniformity in the levels of 
class rates to the extent consistent 
with transportation costs and the 
revenue needs of the carriers, would 
remove any doubts of the Commis- 
sion’s power to deal with the prob- 
lem comprehensively. 

On the other hand, there are very 
real dangers in the attempt to bring 
about this reform in the rate struc- 
ture by legislative action. 

As previously pointed out, the ex- 
tent to which uniformity in rate 
levels can properly be attained 
should be left to the Interstate Com- 
merce Commission. So long as the 
degree to which uniformity is at- 
tainable is uncertain, Congress 
should not require uniformity by 
legislative enactment. The Interstate 
Commerce Commission should have 
ample discretionary authority to deal 
with the problem on its merits. 

A second danger in legislative ac- 
tion is that it might result in forcing 
on the country a rate structure of 
too great rigidity. Rates have never 
been based strictly on distance, and 
it would probably be unwise to put 
them on such a basis now. Although 
distance must be an important factor 
in the making of rates, a consid- 
erable amount of grouping of ori- 
gins and destinations has always 
been permitted. Legislation to estab- 
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lish uniformity in the general levels 
of class rates might, through ignor- 
ance of its effects, or through inad- 
vertence, require too strict adher- 
ence to distance in the construction 
of rates. Considerable flexibility has 
also existed in the rate structure 
through recognition of the right of 
carriers, within limits, to meet com- 
petition of one sort or another. Al- 
though the right to make competi- 
tive rates must be held within 
reasonable limits to avoid prefer- 
ences and discriminations, it is prob- 


ably desirable to permit the making 
of some competitive adjustments. 
Legislation which requires a greater 
degree of uniformity in the class- 
rate structure should not be so rigid 
as to prohibit justifiable competitive 
adjustments. 

If legislation is to be enacted 
which will enable the Interstate 
Commerce Commission to deal with 
the interterritorial freight-rate prob- 
lem more effectively, care should be 
observed to avoid the dangers which 
have been mentioned above. 


Postwar Employment.— The prospects of providing a high level of 
employment in the postwar period are encouraging. The pent-up demand 
that has accumulated over the war period is the greatest in history. It is 
estimated that the savings amassed during the war period may exceed 100 
billion dollars, and this huge fund will serve not only as a cushion for a 
temporary unemployment period, but also as the means of financing a large 
volume of goods in the postwar period. While our productive capacity will 
be about 40 per cent above that of the prewar period, during the early stages 
of recovery there will be the threat that demand may exceed the supply of 
goods available, with a consequent upward pressure on prices. Hence, the 
necessity of making materials and man power available as early as possible 
in order that industry may turn out goods in abundance and thus keep prices 
within reasonable bounds. A high and fragile price structure must be as- 
siduously avoided as it not only throws the economy out of gear by creating 
dislocations, but the impact of the inevitable reaction would likely be fraught 
with critical developments.—From New England Letter (First National Bank 
of Boston), October 29, 1943 


Illinois Business Review 


issued the first number of its new monthly publication, 

the Illinois Business Review, which has been planned to 
present current authentic data in regard to Illinois business ac- 
tivity in concise and usable form. 

The topics covered include agriculture, banking and finance, 
construction, employment and pay rolls, manufacturing, pro- 
duction, and trade. A chart on the back cover shows graphically 
the changes which have occurred since 1937 in the following 
business indicators, the average for the years 1935 to 1939 
being used as the base: bank debits, life insurance sales, elec- 
tric power production, electric power consumption, coal produc- 
tion, department store sales, farm prices, cost of living in 
Chicago, petroleum production, and cash farm income. 

The January issue contains an introductory statement which 
sets forth some of the reasons why Illinois occupies such an 
important place in the national economy. The State is shown 
to be outstanding not only in agriculture, but also in finance, 
manufacturing, mining, and transportation. High lights of 1943 
business, for both the State and the nation, are briefly sum- 
marized. Succeeding issues will feature various important in- 
dustries of the State. 

Each month business conditions in selected Illinois cities 
will be described in a special section. The January number gives 
such information for Aurora, Chicago, Danville, East St. Louis, 
Harrisburg, Kankakee, Peoria, Rockford, Rock Island-Moline, 
and Springfield. 

The Review will be sent free on request to residents of the 
State. 
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